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Politics 




Muhammadu Buhari, a former 
military dictator supposedly 
turned democrat, was elected 
president of Nigeria, defeating 
the incumbent, Goodluck 
Jonathan, who graciously 
accepted the result. Unless 
wide-scale violence erupts, it 
will be the first time a Nigerian 
president has been more or 
less peacefully ousted at the 
ballot box. 

Iran and six world powers 
extended their negotiations on 
a nuclear deal past their self- 
imposed March 31st deadline. 
Even if an outline agreement is 
reached in Lausanne, the most 
difficult issues will still have to 
be resolved before the June 
30th deadline for a final 
accord. 

The UN warned that Yemen is 
nearing a “total collapse”, as a 
coalition of ten countries led 
by Saudi Arabia continued a 
campaign of air strikes in 
support of the Yemeni govern- 
ment against Houthi rebels. 
Heavy fighting was reported in 
the streets of Aden between 
the rebels and militiamen and 
Sunni tribesmen loyal to the 
embattled president, Abd 
Rabbo MansourHadi. 

Law and disorder 

The retrial collapsed in Turkey 
of 236 army officers who were 
accused of plotting to remove 
Re cep Tayyip Erdogan as 
prime minister in 2003. The 
officers were freed last year 
because of errors in their origi- 
nal trial. Meanwhile a prosecu- 
tor heading a separate in- 
vestigation into the death of a 
15-year-old during protests in 
2013 was taken hostage; he and 
two gunmen were later killed 



in a shoot-out. And the govern- 
ment said the authorities were 
looking at all possible causes 
for a wave of power cuts that 
hit Turkey this week, including 
terrorism. 

A move to fine people in 
France who pay for sex, which 
had been approved by the 
National Assembly in 2013, 
was rej ected by the Senate, 
scuppering an effort to penal- 
ise the clients of prostitutes 
rather than the prostitutes 
themselves. 

The centre-right ump, led by 
Nicolas Sarkozy, a former 
president, and its conservative 
allies came first in the second 
round of French local elec- 
tions. The far-right National 
Front also made sweeping 
gains in what was another 
very bad election night for the 
ruling Socialist government of 
Francois Hollande. 




Work continued on identifying 
the remains of all those who 
died when a German airliner 
crashed in the French Alps. 
The co-pilot is suspected of 
deliberately flying the plane 
into the mountains. It has 
emerged that he had been 
treated for suicidal depression 
before getting his licence to fly. 

A Peruvian pickle 
Peru’s prime minister. Ana 
Jara, resigned along with the 
rest of the cabinet after being 
censured in Congress. The 
opposition held her responsi- 
ble for failing to supervise the 
country’s intelligence agency, 
which allegedly spied on 
thousands of Peruvians, in- 
cluding businessmen, j ournal- 
ists and opposition politicians. 

An appeals court in Argentina 
upheld a judge’s decision to 
dismiss allegations that the 



president, Cristina Fernandez 
de Kirchner, tried to cover up 
Iran’s involvement in the 
bombing of a Jewish centre in 
Buenos Aires in 1994. Alberto 
Nisman, the prosecutor who 
made the allegations, was 
found dead shortly before he 
was due to present the allega- 
tions in Congress. His death 
triggered mass demonstrations 
and is still unexplained. 

Felipe Gonzalez, who was 
prime minister of Spain from 
1982 to 1996, formed a team to 
defend two jailed members of 
Venezuela’s opposition. It 
plans to offer legal advice to 
Leopoldo Lopez, who was 
arrested during protests 
against the country’s left-wing 
regime in 2014, and Antonio 
Ledezma, the mayor of Cara- 
cas, who was charged with 
plotting a coup in February 
this year. Venezuela’s foreign 
minister accused Mr Gonzalez, 
a Socialist, of acting as a “lob- 
byist for international and 
local right-wing interests”. 

Brazil’s economy grew by 0.1% 
last year, slightly better than 
had been thought. One reason 
for this was that it counted 
R&D as an investment rather 
than as a cost, in line with 
international accounting 
standards. This year output 
will be depressed by spending 
cuts and higher interest rates. 
The economy is expected to 
contract by about 1%. 

Out of the frying pan...? 

The government in Thailand 
said it would soon end the 
martial law it introduced last 
May. But it wants to bring in 
possibly more draconian 
restrictions under Article 44 of 
a new constitution that will 
give it wide-ranging powers to 
detain anyone who threatens 
to “disrupt or suppress” 
national security. 

A blogger who posted writings 
criticising Islam was hacked to 
death in Dhaka, the capital of 
Bangladesh. Washiqur Rah- 
man’s murder comes just a 
month after Avijit Roy, a liberal 
Bangladeshi writer based in 
America, was killed in a ma- 
chete attack during a visit to 
Dhaka to attend a book fair. 



In Singapore a teenager was 
arrested after a video he post- 
ed celebrating the death of Lee 
Kuan Yew, the city-state’s 
long-serving prime minister, 
appeared to criticise Chris- 
tianity. The 16-year-old was 
charged with breaking Singa- 
pore’s strict hate-speech laws 
and will be tried as an adult. 

Not doing their homework 

A deadline passed for coun- 
tries to submit their proposals 
on tackling greenhouse-gas 
emissions in time for a big 
conference in Paris in Decem- 
ber at which a new climate 
treaty will be signed. Disap- 
pointingly, only a handful of 
countries, including America, 
but not China, have handed in 
their plans, making negotia- 
tions ahead of the conference 
all the more tricky. 

Harry Reid of Nevada, who 
has led the Senate Democrats 
since 2005, said he would not 
seek re-election in 2016. He 
endorsed Chuck Schumer of 
New York to succeed him as 
minority leader. His Senate 
seat is now up for grabs; and 
there is a chance that America 
will finally be able to store 
nuclear waste safely in Yucca 
Mountain, a site in Nevada 
that Mr Reid long blocked. 




Mike Pence, the governor of 
Indiana, asked the state legis- 
lature to amend the state’s new 
“religious freedom” act to 
make it clear that it does not 
allow businesses to discrim- 
inate against gay people. The 
law has sparked protests and 
boycott threats. The governor 
of Connecticut banned state- 
funded travel to Indiana, al- 
though Connecticut also has a 
nearly identical law, as do 
about 20 states in all. Arkan- 
sas’s legislature passed a simi- 
lar bill on March 31st. ►► 
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Business 

Taiwan applied to join the 
new Asian Infrastructure 
Investment Bank, a rival to 
the World Bank that has been 
devised and will be unofficial- 
ly led by China. More than 40 
countries, including Britain, 
Germany and Russia, have 
signed up to the aiib, despite 
American misgivings about its 
openness and creditworthi- 
ness. China was cool to the 
idea of admitting Taiwan: a 
foreign-affairs spokesman said 
Beijing wants “to avoid the 
two Chinas . . . situation”. 

After some delay China at last 
announced that it would 
implement a deposit-insur- 
ance scheme starting on May 
1st. By setting limits to the 
protection of savers, this is an 
important advance in the 
government’s promise to 
liberalise the financial system 
and encourage competition 
among banks. The scheme will 
insure bank deposits of up to 
500,000 yuan ($81,000), 
which should cover up to 98% 
of accounts. 

Examination timetable 

The Bank of England pub- 
lished the criteria for this 
year’s stress tests of seven big 
banks, which must demon- 
strate that they have adequate 
capital to withstand hypotheti- 
cal economic shocks. The new 
tests place less emphasis on 
how the banks would respond 
to an economic meltdown in 
Britain and more on global 
risks, including a property 
crash in China and oil falling to 
$38 a barrel. 

UnitedHealth, America’s 
biggest health-care group, 
agreed to buy Catamaran, one 
of the “pharmacy-benefit 
managers” that mediate prices 
between drug companies and 
health insurers, in a $12.8 bil- 
lion deal. Spending on pre- 
scription drugs ballooned by 
13% in America last year, the 
largest increase since 2003. 

This was mostly because of a 
31% jump in disbursements on 
speciality medicines, accord- 
ing to a report from Express 
Scripts, another PBM. 



Charter Communications 

announced a takeover of 
Bright House Networks for 
$10.4 billion. Charter, which 
will be America’s second- 
biggest cable operator after the 
deal closes, had bid for Time 
Warner Cable last year before 
it was trumped by Comcast. 

The corruption scandal that 
has engulfed Petrobras, Bra- 
zil’s state-controlled oil giant, 
continued to reverberate, as 
OAS, a Brazilian conglomerate, 
sought bankruptcy protection 
for nine of its businesses. After 
police raided its headquarters 
last year as part of the investi- 
gation into Petrobras, oas 
struggled to refinance its debt 
and raise capital. Investigators 
also revealed a new scandal 
involving a corporate-tax 
agency that may be even big- 
ger than the one at Petrobras. 

The legal battle between Hew- 
lett-Packard and former exec- 
utives at Autonomy rumbled 
on. HP alleges that Autonomy 
provided it with misleading 
accounts ahead of an ill-fated 
$u.i billion takeover in 20u. Eor 
the first time hp directly sued 
Mike Lynch, Autonomy’s 
founder, and Sushovan Hus- 
sain, its former chief financial 
officer, seeking $5 billion in 
damages. Mr Lynch said he 
would counter-sue. 



Annual profit at Huawei, a 
Chinese maker of telecoms 
equipment, rose by a third, to 
28 billion yuan ($4.6 billion). 
Huawei’s earnings were boost- 
ed in part by building some of 
the radio towers used in the 
roll-out of 4G in China. Its 
smartphone business is also 
thriving, with sales up by 33%. 
Although Huawei has come 
under suspicion in America for 
links to the Chinese army, a 
recent report to the national- 
security adviser in Britain 
concluded that it poses no 
threat. 

Chinese hackers were thought 
to be behind a cyber-attack on 
GitHub, a website that is 
popular with software devel- 
opers and used to store code. 
But it also links to copies of 
websites that are banned in 
China, including Greaffire.org, 
which provides software tools 
that make it easier to evade 
China’s internet censors. 

A negative feeling 
Japan recorded zero inflation 
in Eebruary according to a key 
measure from the Bank of 
Japan that excludes last year’s 
increase in the sales tax (over- 
all consumer prices rose by 2% 
from the same month last 
year). The news raised fears 
that Japan may slip back into 
deflation, despite a formidable 



effort by the central bank over 
the past two years to break the 
country’s deflationary spiral. 

Consumer prices in the euro 
zone fell by 0.1% year on year 
in March. It was the currency 
bloc’s fourth consecutive 
month of deflation, though it 
was an improvement on Eeb- 
ruary ’s inflation rate of -0.3% 
and January’s -0.6%. 



He's happy 




The British economy grew at 
a faster pace last year than had 
been thought. A second esti- 
mate found GDP expanding by 
2.8% in 2014, compared with 
the 2.6% that had been previ- 
ously published. The news 
was welcomed by the govern- 
ment in the first official week 
of campaigning ahead of a 
general election on May 7th. 



Other economic data and news 
can be found on pages 84-85 
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Space and the city 



Poor land use in the world’s greatest cities carries a huge cost 

B uy land, advised Mark 
Twain; they’re not making it 
any more. In fact, land is not 
really scarce: the entire popula- 
tion of America could fit into 
Texas with more than an acre for 
each household to enjoy What 
drives prices skyward is a colli- 
sion between rampant demand and limited supply in the great 
metropolises like London, Mumbai and New York. In the past 
ten years real prices in Hong Kong have risen by 150%. Residen- 
tial property in Mayfair, in central London, can go for as much 
as £55,000 ($82,000) per square metre. A square mile of Man- 
hattan residential property costs $16.5 billion. 

Even in these great cities the scarcity is artificial. Regulatory 
limits on the height and density of buildings constrain supply 
and inflate prices. A recent analysis by academics at the Lon- 
don School of Economics estimates that land-use regulations 
in the West End of London inflate the price of office space by 
about 800%; in Milan and Paris the rules push up prices by 
around 300%. Most of the enormous value captured by land- 
owners exists because it is well-nigh impossible to build new 
offices to compete those profits away. 

The costs of this misfiring property market are huge, mainly 
because of their effects on individuals. High housing prices 
force workers towards cheaper but less productive places. Ac- 
cording to one study, employment in the Bay Area around San 
Erancisco would be about five times larger than it is but for 
tight limits on construction. Tot up these costs in lost earnings 
and unrealised human potential, and the figures become diz- 
zying. Lifting all the barriers to urban growth in America could 
raise the country’s gdp by between 6.5% and 13.5%, or by about 
$1 trillion-2 trillion. It is difficult to think of many other policies 
that would yield anything like that. 

Metro stops 

Two long-run trends have led to this fractured market. One is 
the revival of the city as the central cog in the global economic 
machine (see pages 21-23). In the 20th century, tumbling tran- 
sport costs weakened the gravitational pull of the city; in the 
21st, the digital revolution has restored it. Knowledge-intensive 
industries such as technology and finance thrive on the clus- 
tering of workers who share ideas and expertise. The econo- 
mies and populations of metropolises like London, New York 
and San Erancisco have rebounded as a result. 

What those cities have not regained is their historical ability 
to stretch in order to accommodate all those who want to 
come. There is a good reason for that: unconstrained urban 
growth in the late 19th century fostered crime and disease. 
Hence the second trend, the proliferation of green belts and 
rules on zoning. Over the course of the past century land-use 
rules have piled up so plentifully that getting planning permis- 
sion is harder than hailing a cab on a wet afternoon. London 
has strict rules preventing new structures blocking certain 
views of St Paul’s Cathedral. Google’s plans to build housing 
on its Mountain View campus in Silicon Valley are being resist- 



ed on the ground that residents might keep pets, which could 
harm the local owl population. Nimbyish residents of low- 
density districts can exploit planning rules on everything from 
light levels to parking spaces to block plans for construction. 

A good thing, too, say many. The roads and rails criss-cross- 
ing big cities already creak under the pressure of growing pop- 
ulations. Dampening property prices hurts one of the few 
routes to wealth-accumulation still available to the middle 
classes. A cautious approach to development is the surest way 
to preserve public spaces and a city’s heritage: give economists 
their way, and they would quickly pave over Central Park. 

However well these arguments go down in local planning 
meetings, they wilt on closer scrutiny. Home ownership is not 
especially egalitarian. Many households are priced out of 
more vibrant places. It is no coincidence that the home-owner- 
ship rate in the metropolitan area of downtrodden Detroit, at 
71%, is well above the 55 % in booming San Erancisco. You do 
not need to build a forest of skyscrapers for a lot more people 
to make their home in big cities. San Erancisco could squeeze 
in twice as many and remain half as dense as Manhattan. 

Property wrongs 

Zoning codes were conceived as a way to balance the social 
good of a growing, productive city and the private costs that 
growth sometimes imposes. But land-use rules have evolved 
into something more pernicious: a mechanism through which 
landowners are handed both unwarranted windfalls and the 
means to prevent others from exercising control over their 
property. Even small steps to restore a healthier balance be- 
tween private and public good would yield handsome re- 
turns. Policymakers should focus on two things. 

Eirst, they should ensure that city-planning decisions are 
made from the top down. When decisions are taken at local 
level, land-use rules tend to be stricter. Individual districts re- 
ceive fewer of the benefits of a larger metropolitan population 
(jobs and taxes) than their costs (blocked views and congested 
streets). Moving housing-supply decisions to city level should 
mean that due weight is put on the benefits of growth. Any re- 
strictions on building won by one district should be offset by 
increases elsewhere, so the city as a whole keeps to its develop- 
ment budget. 

Second, governments should impose higher taxes on the 
value of land. In most rich countries, land-value taxes account 
for a small share of total revenues. Land taxes are efficient. 
They are difficult to dodge; you cannot stuff land into a bank- 
vault in Luxembourg. Whereas a high tax on property can dis- 
courage investment, a high tax on land creates an incentive to 
develop unused sites. Land-value taxes can also help cater for 
newcomers. New infrastructure raises the value of nearby 
land, automatically feeding through into revenues-which 
helps to pay for the improvements. 

Neither better zoning nor land taxes are easy to impose. 
There are logistical hurdles, such as assessing the value of land 
with the property stripped out. The politics is harder still. But 
politically tricky problems are ten-a-penny. Eew offer the peo- 
ple who solve them a trillion-dollar reward ■ 
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Nigeria's election 

Three cheers for democracy 



The Economist April 4th 2015 



Muhammadu Buhari was the least bad presidential candidate in Nigeria. May he rise to his task 



F or the first time, Nigerians 
have ejected an incumbent 
president at the ballot box, in a 
broadly peaceful election. Mu- 
hammadu Buhari, the former 
military dictator who has de- 
feated Goodluck Jonathan, will 
now preside over Africa’s most 
populous country, biggest economy and weightiest global ac- 
tor. This is joyful news for Nigeria-and Africa (see page 42). 

One big reason to cheer is that Mr Jonathan has been such a 
dismal failure. So has his People’s Democratic Party (pdp), 
which has run Nigeria ever since the generals gave way to an 
elected civilian government in 1999. His administration has 
woefully failed to defeat an insurgency by Boko Haram, an Is- 
lamist extremist group that has tormented Nigeria’s north-east 
over the past few years. Mr Jonathan tried to improve farming 
and provide electricity to all, but proved unable to rebuild 
much of Nigeria’s hideously decrepit infrastructure. Above all, 
he was unwilling to tackle corruption, the country’s greatest 
scourge and the cause of much of its chaos. When the central 
bank’s respected governor complained that $20 billion had 
been stolen, Mr Jonathan sacked him. Nigeria is the biggest 
producer of oil on the continent, but most of its lyom-plus peo- 
ple still live on less than $2 a day. That is an indictment of suc- 
cessive governments. 

Thanks to the resilience and vitality of ordinary Nigerians, 
the economy has been growing fast, especially around Lagos, 
the thriving commercial hub. But that is largely despite the gov- 
ernment, not because of it. And with the oil price sharply 
down, Nigerians could well become even poorer. 

Nobody can be sure that the 72-year-old Mr Buhari will turn 
things around fast, if at all. His brief stint as the country’s 
leader 32 years ago, when he was a general, was little better 



than Mr Jonathan’s. His human-rights record was appalling. 
He detained thousands of opponents, silenced the press, 
banned political meetings and had people executed for crimes 
that were not capital offences when they were committed. He 
expelled 700,000 immigrants under the illusion that this 
would create jobs for Nigerians. His economic policies, which 
included the fixing of prices and bans on “unnecessary” im- 
ports, were both crass and ineffective. 

Yet there is reason to hope that he has learnt from past mis- 
takes. Although not always with a good grace, Mr Buhari ac- 
cepted defeat in three previous presidential elections. As a 
northerner, a Muslim and a former soldier, he has a better 
chance of restoring the morale of Nigeria’s miserable army, 
which is essential if it is to defeat Boko Haram. His All Progres- 
sives Congress is a ramshackle coalition of parties, but the cali- 
bre of a number of its leading lights is superior to that of the 
greedy and incompetent bigwigs who dominate the pdp. 
Above all, Mr Buhari, whose style is strikingly ascetic, has a 
reputation for honesty. Corruption in Nigeria is so ingrained 
that nobody should expect him to root it out overnight. But it is 
vital that the new president makes a start. His vice-presidential 
running mate is a pastor who has fought hard for human rights 
and cleaner government. 

Setting an example 

Since 1991, when an incumbent leader on the African conti- 
nent-in little Benin-was for the first time peacefully ejected at 
the ballot box after three decades without genuine democracy, 
at least 30 governments and presidents have been voted out of 
office. Though that is an incomparably better record than in the 
Arab world, Africa has recently become patchier again. Mr Jon- 
athan’s magnanimous concession of victory to Mr Buhari will 
be a terrific boost to democrats across the continent. Just hope 
and pray that Mr Buhari does not let them down. ■ 




Prenatal care 

Great expectations 



What happens in the womb matters even more than was thought 



F T'l 



F rom the compelling (don’t 
s 



smoke) to the flaky (stay out 
of saunas), pregnant women 
hear a lot of advice about what 
is best for the little creature kick- 
ing inside them. Nearly every- 
body knows that it is bad for the 
fetus if the mother is starving or 
sick, and that exposure to toxins during pregnancy can cause a 
baby to be born ill, early or small. Now the evidence is piling 
up that subtle or short-term harms suffered by expectant 
mothers can affect their children several decades later-even 
when they are born full-term and of normal weight and appar- 




1 



ently healthy (see page 57). 

Some of the best evidence for this “fetal-origins hypothe- 
sis” comes from historical disasters. By looking at what hap- 
pened to babies who were in the womb during an epidemic, a 
famine or an environmental calamity, and comparing them 
with those born a little earlier or later, researchers can disen- 
tangle the intertwined influences of genes, upbringing and the 
prenatal environment. Recent studies have looked at the long 
shadows cast by catastrophes such as the influenza pandemic 
of 1918, the Dutch “hunger winter” of 1944-45 and radiation 
from the Chernobyl nuclear meltdown. The consequences for 
unborn babies were visible years later. They did worse in 
school, earned less money and were more likely to be ill. ►► 
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► Fetuses are harmed when their mothers are stressed. Sever- 

al pieces of research have found that bereavement or exposure 
to airborne pollution during pregnancy has negative effects on 
the unborn baby in later life. Even irregular eating patterns 
turn out to be damaging. Children conceived shortly before 
Ramadan, when many Muslims shun food during daylight 
hours, do worse in school when they are seven. This is despite 
the fact that pregnant women need not observe the fast (many 
do, all the same) and the missed calories can be made up when 
the sun is down. 

One obvious conclusion is that meal-skipping during early 
pregnancy for any reason is a terrible idea. (Yield to those crav- 
ings!) Another is that, although the perfect pregnancy is no 
more achievable than the perfect childhood, there is an espe- 
cially powerful case for pregnant women to take good care of 
themselves-and for everyone else to look out for them. That 
leads to two less obvious lessons for policymakers. 

The first is that the effects on fetuses must be taken into ac- 
count when evaluating a wide range of public programmes. 
The economic benefits of building a road, for example, are rou- 
tinely weighed against the harm more cars will cause (exhaust 
fumes, crashes, congestion, obnoxious bumper-stickers). 
Road-charging or schemes to slow traffic are judged by the 
number of deaths or injuries they avert. Such calculations 
should now include the impact of pollution on prenatal 
health. Likewise, the long-term damage to children caused by 
stress during pregnancy is an extra argument for offering paid 



maternity leave and for tackling domestic violence, which of- 
ten starts or worsens during pregnancy. Making family-plan- 
ning services more widely available would, besides its other 
benefits, mean that fewer babies are conceived unintentional- 
ly and then harmed in the womb because the mother does not 
realise she is pregnant. 

The bigger lesson is that governments need to rethink their 
efforts to promote equality of opportunity. In the past couple 
of decades policymakers across the rich world have noticed 
that disadvantage is entrenched early in life. That has led to a 
large increase in programmes aimed at the very young, from 
support for vulnerable mothers to food and housing subsidies 
for poor families. It is now clear that schemes like this should 
begin as close as possible to conception. Health workers who 
visit teenage mothers, for example, ought to start as soon as 
pregnancy is confirmed. 

Womb for improvement 

In all this, there is also a big opportunity. Pregnancy is relative- 
ly short and expectant mothers are easy to identify and reach, 
since nearly all see a doctor. And fetal-origins effects can be 
large. Some of those recently discovered do as much harm as 
would be inflicted by abolishing America’s Head Start early- 
years programme, which costs $8 billion a year. So attempts to 
improve fetal health could realise big gains without breaking 
the bank. To give more children the best chance in life, pay 
more attention to what happens to them in the womb. ■ 



British foreign policy 

Punch and duty 



Meet Little Britain, a shrinking actor on the global stage 

J UST over 20 years ago the for- 
eign secretary, Douglas Hurd, 
declared that Britain should 
aim to “punch above its weight 
in the world”. Today the country 
seems reluctant even to enter 
the ring. A recently retired Brit- 
ish NATO chief, speaking of Rus- 
sia and Ukraine, has complained that the prime minister, Da- 
vid Cameron, has become a “foreign-policy irrelevance”. 
America despairs of Britain’s shrinking armed forces and criti- 
cises its “constant accommodation” of China. Allies are wor- 
ried, opponents scornful. 

The country’s politicians, who are fighting to win a general 
election on May 7th, appear unbothered by the world’s sneers. 
That is a mistake. Britain’s diminishing global clout is a big pro- 
blem, both for the country and for the world. 

The uses of abroad 

As a largish power in relative decline, Britain has a tendency to 
veer between hubristic intervention abroad and anxious in- 
trospection at home. After Tony Blair’s expeditionary misad- 
ventures in Iraq and Afghanistan, the Conservative-Liberal 
Democrat coalition was always going to shun grand schemes. 
But Mr Cameron has been not so much cautious as apathetic, 
ineffective and fickle. 

The prime minister made a brave and passionate case for 



armed intervention in Libya against Muammar Qaddafi. But 
he did not reckon for the day after and the country is now in a 
state of civil war. He led America to think Britain would sup- 
port it in bombing raids against Syria, but then bungled the 
parliamentary vote. Though Britain was one of the moving 
forces behind the 1994 Budapest memorandum, which sup- 
posedly guaranteed Ukraine’s security when it gave up its So- 
viet-era nuclear weapons, Mr Cameron has been almost ab- 
sent in dealing with Russian revanchist aggression against it. 
Last year, as host of a nato summit, the prime minister urged 
the alliance’s members to pledge at least 2% of their gdp to de- 
fence. Just months later a straitened Britain looks poised to 
break its own rule. 

In Europe the promise of an in-out referendum if Mr Camer- 
on wins the election has made Britain seem semi-detached. 
But rather than counteract that impression through vigorous 
diplomacy, the prime minister has reinforced it. In European 
Union summits he has been underprepared and overambi- 
tious. His humiliating attempt to block Jean-Claude Juncker 
from becoming president of the commission left him with 
only Hungary for company. Pulling the Conservatives out of 
the Eu’s main centre-right political group has had the unin- 
tended effect of cutting Mr Cameron out of vital discussions 
with other centre-right leaders, such as Germany’s chancellor, 
Angela Merkel. 

It is hard to be more optimistic about a Labour government. 
Ed Miliband, the party’s leader, is pro-European, but he has no ►► 
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► more feel for American foreign policy than Mr Cameron does. 
He apologises for Labour’s interventionist history so strenu- 
ously and unreservedly that he leaves no room for liberal in- 
tervention. Disastrously, a Labour government might well be 
propped up by the Scottish National Party, which wants to 
scrap the submarine-based nuclear-missile system that is a pil- 
lar of Britain’s relations with America and nato. 

Mr Cameron’s defenders say that Britons are war-weary 
and impoverished. But Mrs Merkel and Francois Hollande, the 
French president, have shown that you can have an active for- 
eign policy while dealing with an economic crisis. 

Just now liberal values and international co-operation es- 
pecially need defending. New emerging powers, particularly 
China, want a say in how the world works. By seizing Crimea 
and invading Ukraine, Vladimir Putin’s Russia has challenged 
norms of behaviour that were established after the second 



world war. If Britain does not stand up for its values, it will in- 
herit a world that is less to its liking. 

And Britain is well placed to make a difference. With a great 
diplomatic tradition, a permanent seat on the un Security 
Council and strong, if fraying, ties to both Europe and America, 
Britain ought to be pushing hard to extend open trade, human 
rights and international law as well as newer agendas against 
crime, terrorism and climate change. 

To make its voice heard, Britain needs to bulk up its diplo- 
macy and its armed forces. Pledging to spend 2% of gdp on de- 
fence may seem arbitrary but it is a crucial signal to America 
and other countries that Britain is prepared to pull its weight in 
exchange for nato’s guarantee of joint security. That makes 
more sense than the commitment (which both Mr Cameron 
and Mr Miliband cherish) to spend 0.7% of gdp on foreign aid. 
The money can, and should, be found. ■ 



Special economic zones 

Not so special 



The world is awash with free-trade zones and their offshoots. Many are not worth the effort 



I 



Special economic zones 

Number, worldwide, '000 
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HEN the first modern free- 
trade zone was 
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estab- 
lished at Shannon airport in 
1959, few outside Ireland paid 
much attention. Now everyone 
seems to be an admirer of “spe- 
cial economic zones” (sezs) that 
offer a combination of tax-and- 
tariff incentives, streamlined customs procedures and less reg- 
ulation. Three out of every four countries have at least one. The 
world now counts about 4,300 sezs, and more are being add- 
ed all the time. Myanmar and Qatar have recently unveiled 
new ones; Indian officials call their sez ambitions “revolution- 
ary”; Shinzo Abe, Japan’s prime minister, announced special 
strategic zones as part of his reform agenda. 

Fans of sezs can point to several success stories, none bigger 
than China’s zone near Hong Kong, set up in 1980 and since 
dubbed “the Miracle of Shenzhen”. This was a way to experi- 
ment with economic reforms that Chinese leaders were fear- 
ful of rolling out nationwide in one go. Shenzhen attracted 
thousands of foreign investors, and the policies tested there 
have spread to other cities. But the craze for sezs suggests that 
governments too often see them as an easy win: make an an- 
nouncement, set aside some land, offer tax breaks, and-hey 
prestol-deprived regions or struggling industries are healed. If 
only it were that easy. Popular as they are, sezs are often flops 
(see page 65). Africa is littered with white elephants. India has 
hundreds that failed to get going, including more than 60 in 
Maharashtra state alone in just the past few years. 

Nor are these efforts cost-free. The incentives offered to at- 
tract investors mean forgone tax revenues (at least in the short 
term). They create distortions inside economies, one reason 
why nationwide liberalisation is always better than patch- 
work efforts. Zones are increasingly a haven for money-laun- 
dering through, for instance, the mis-invoicing of exports. To 
ensure that these costs are more than offset by jobs and invest- 
ment, governments must learn from the failures. 

First, offering nothing but fiscal incentives may help get a 



zone off the ground, but it does not make for a lasting project. 
The most successful zones are entwined with the domestic 
economy: South Korea, for example, has been good at fostering 
links with local suppliers. Zones need to be connected to glo- 
bal markets. Improving infrastructure for this purpose has a 
bigger impact on the success of zones than tax breaks do. This 
often requires public spending to upgrade roads, railways and 
ports to handle the extra freight. Lack of such investment has 
been the downfall of many an sez in Africa. Lots of the conti- 
nent’s new zones will fail for lack of a reliable power supply or 
because they are too far from a port. 

Second, the right balance has to be struck between ade- 
quate political oversight and freedom from government bu- 
reaucracy. Too much interference from the centre negates the 
opportunity to experiment. There are legitimate worries that 
Japan’s new zones will fail because central-government offi- 
cials reject ideas for deregulation for fear of offending vested 
interests. Bringing in private developers to run zones may help: 
that was done to good effect in the Philippines. Yet ambitious 
ideas for “charter cities”-zones built around new urban areas 
with the power to set their own laws-may be too close to set- 
ting up states within states. 

Zoning out 

The concept also has its limits. Export-focused zones work best 
in relatively low-end manufacturing, and have the biggest im- 
pact when trade barriers are high (think Bangladesh and cloth- 
ing). China’s new zone in Shanghai, centred on financial ser- 
vices, has roused limited enthusiasm-the piecemeal 
deregulation of activities like foreign-exchange trading is hard 
to pull off and potentially destabilising. 

If they encourage experimentation in otherwise sclerotic 
economies, sezs can be useful. The failure of some may seem a 
price worth paying, if you end up with a Shenzhen-style block- 
buster. But they require patience and planning, and they are al- 
ways inferior to nationwide reforms that cut trade barriers and 
boost competitiveness. The countries that don’t need zones at 
all are the really special ones. ■ 
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Trade in Latin America 

Bello’s view of the Pacific 
Alliance of Chile, Colombia, 
Mexico and Peru, which has a 
combined gdp of $2 trillion 
and a market of 2iom people, 
was generally on target (March 
14th). But there are initiatives 
under way to improve trade 
and financial integration that 
were not mentioned. Although 
it is true that intra-group trade 
is relatively small, this reflects 
the fact that all four countries 
are highly integrated with the 
world economy, and that three 
of them have large concentra- 
tions of natural resources. 

Financial integration is also 
promising. All four are mem- 
bers of MILA, the integrated 
Latin American stockmarket. 
But MILA is now a platform for 
trade in secondary stocks only; 
it should expand its trading to 
IPOS, quotas of public funds 
and fixed-income instruments 
such as corporate bonds. For 
this to happen, national au- 
thorities must recognise com- 
panies under the jurisdiction 
of any one of the regulators in 
the Pacific Alliance countries. 

On tax, the four have 
agreed to work towards the 
automatic exchange of tax 
information, and to co-operate 
in sharing financial infor- 
mation to prevent tax evasion, 
money-laundering and the 
financing of terrorism. 

You are right that it will be 
difficult for the Pacific Alliance 
to converge with more protec- 
tionist regional groups such as 
Mercosur. But this is just fur- 
ther proof of its attractiveness. 
FELIPE LARRAIN 

Former minister of finance of 

Chile 

Santiago 



Deadly precedent 

“Uncontrolled violence” 
(March 7th) mentioned the 
fears of Russian liberals that 
the murder of Boris Nemtsov 
“will be used to unleash a new 
bout of political repression, as 
happened in 1934 after the 
murder of Sergei Kirov, a char- 
ismatic Bolshevik leader”. A 
more apt comparison might be 
the assassination of Walter 
Rathenau, Germany’s foreign 
minister, in 1922, who was shot 



by ultranationalists. A politi- 
cally moderate liberal, he held 
high office in periods of eco- 
nomic and political transition, 
promoted capitalist policies 
and was a strong critic of con- 
temporary Russian economic 
orthodoxy and its conse- 
quences. He was also Jewish. 

Then as now, many would 
see his death as a turning point 
in the demise of a liberal civil 
society. A year later Hitler 
staged his beer-hall putsch that 
began the ascent of the Nazis. 
MARC STURZENEGGER 
Versoix, Switzerland 



Children of war 




In the absence of commem- 
orations in your article on the 
firebombing of Japanese cities 
(“Undigested history”, March 
7th), Isao Takahata’s film, 
“Grave of the Fireflies”, re- 
leased in 1988 and animated by 
the great Studio Ghibli, pro- 
vides a chillingly graphic, but 
non-judgemental, portrayal. It 
is based on Akiyuki Nosaka’s 
autobiographical novel of the 
same name, recounting raids 
on Kobe in March 1945 and the 
mostly awful consequences 
for those who survived. 

MARTIN WESTLAKE 
Brussels 



Deep learning, data mining 

You reported on the challenge 
to legal services from accoun- 
tants stealing their business 
(“Attack of the bean-counters”, 
March 21st). Actually, lawyers 
and accountants alike face a 
stiffer challenge from algo- 
rithms used in “deep learn- 
ing”. Much of the revenue for 
those professions comes from 
the high volume of discovery 
work done by juniors. The 
primary job of deep learning is 
discovery work, which leads 



to pattern recognition and is 
the sweet spot for the tsunami 
of Ai deep-learning systems 
about to hit the commercial 
world. Indeed, Nvidia, a tech- 
nology company, recently 
launched a dedicated deep- 
learning computer, digits, 
costing a trivial $15,000. 

To quote kpmg’s own 
survey from last year, new 
disruptive technologies “were 
selected by more than twice as 
many respondents as in last 
year’s survey. Their domi- 
nance was noted together with 
the continuing impact of cloud 
and mobile and the steady rise 
of data and analytics, auto- 
tech, and artificial intelligence, 
all of which are expected to 
transform organisations.” 

I suspect Alan Turing didn’t 
anticipate causing the demise 
of venerable and out-of-date 
professional services, such as 
lawyers and accountants, with 
such a sharp quill. 

JOHN STRAW 

Co-author of "iDisrupted" 
London 



Companies’ social purposes 

Schumpeter (March 21st) is 
correct to argue that compa- 
nies need not have lofty pur- 
poses to justify their existence. 
The market will determine the 
commercial viability of their 
ambition. But the conditions 
under which they ply their 
trades have long been the 
rightful concerns of societies 
and governments. The raft of 
laws covering health and 
safety, minimum pay, labour 
conditions, environmental 
standards, anti-discrimination, 
privacy and personal security 
are testimony to that. 

PROFESSOR DAVID KINLEY 
Sydney Law School 

To answer the question of 
what a company is for we need 
look no further than Peter 
Drucker’s “The Practice of 
Management”, first published 
in 1954. Drucker defines the 
purpose of a company as the 
customer, which is the “foun- 
dation of a business and keeps 
it in existence”. It is the custom- 
er who preferred cheap air 
fares to premium service, not 
the airlines. It is the customer 
who thinks Uber is a handy 



alternative to conventional 
cabs. It is the customer who 
determined there is a need to 
share selfies with the world, 
not the makers of the phones. 

MARTYN LEWIS 
Santa Rosa, California 



Trimming the fat 

You suggested (“Bust to boom”, 
March 21st) that people will 
benefit from the British gov- 
ernment’s decision to raise the 
amount they can earn before 
paying income tax to £u,ooo 
($16,300) by 2017-18. This is a 
welcome move, though very 
few are taken out of paying tax 
altogether, merely out of pay- 
ing income tax. Most egre- 
giously workers’ National 
Insurance is payable at 12% on 
earnings of around £8,000 a 
year; this is an earnings tax in 
all but name. Revenues from 
both taxes go into the same 
pot, so the linguistic gymnas- 
tics are unnecessary. 

Whoever has the keys to 11 
Downing Street after the elec- 
tion on May 7th should merge 
Ni into income tax. Eliminat- 
ing the difference between the 
thresholds in this way would 
not only cut tax for the lowest 
paid but inject a much-needed 
dose of honesty into Britain’s 
tax-and-spend debate. 

ANDY SILVESTER 
Campaign director 
Taxpayers' Alliance 
London 

I struggled to see the relevance 
of Ken Clarke being “rotund”, 
or Lord Lawson being “more 
slimline”. (“Ed Miliband’s 
one-legged stool”, March 21st). 
George Osborne, the svelte 
current chancellor of the ex- 
chequer, may argue that both 
he and the country’s finances 
have got into shape, but it 
seems unnecessary to com- 
ment on the inflationary pres- 
sures faced by previous hold- 
ers of the red box. 

COLM O'GRADY 
London ■ 
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Judges for the Dispute Tribunal ond 
Appeals Tribunal 

Does your ifidividual and collective professional 
conduct demonstrate consistent adherence to 
high ethical principles and standards? 

The United Nations is looking for judges for the United Nations 
Dispute Tribunal (UNDT) and the United Nations Appeals 
Tribunal (UNATK whidi are part of its internal system of 
administration of justice that addresses employment-related 
disputes. 

The Judges will be appointed by the General Assembly from 
candidates recommended by the United Nations Internal 
Justice Council, an independent body established by the 
General Assembly. 

Work eMperience: Applicents should, in the case of the UNDT 
have at least tD years of judicial experience in the field of 
administrative law, or equivalent, within one or more national 
jurisdictions and In the case of the UN AT, 15 years. 

Applications from women 
are strongly encouraged. 



For more information go to: 

hi f p://www un .org/en/ooj/file5/iudges_ad.pdf 
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Aft yvu looking lor i challenging career? 

Do jfoci want to contribute lo Latin America and the Caribbean? 

Too can make a difference at tbc Inter- American Development Sank. 

We are learchlng lor an outstanding strategic Eiecutlve lo Mil this position at our 
Waiblngton, OX. headquarters; 

General Manager, Multilateral Investment Fund (MIF) 

The MIF was created to promote iustilitable economic development and reduce poverty 
In Latin America and the Caribbean (LAC] by encouraging Increased private investment 
and advancing private sector development The MIf Is part of the Inter-American 
Development Bank Group (1 08 or Group), headquartered In Washington. O.C. The MIF 
Manager is a member of the Executive management team of the IDB. S/he currently 
directs a team of approx. lOO operitiortal and projeci specialists, as well as support staff, 
and 100 contractual In Washington, DX. and the IDE's Offices In LAC. The MlF works with 
both the public and private sector business of the lOB and Is part of the IDE's private 
sector window. An operational and financial consolidation of the Bank Group's non-sovereign 
guaranteed business units is currently underway In order to further promote the economic 
and social development of LAC through the Group's private sec tor activities. 

The Ideal candidate is a seasoned professional with solid knowledge of the economic, social, 
and cultural framework of Latin America and the Caribbean; ample experience in private 
sector development and international relations expected. Collaboration experience with 
multilateral organltations, business leaders, non-governmerdal organliations, foundations, 
and/or fundraising entities/donors Is Important. Master's or equivalent advanced degree 
In economics, business administration or other relevant Helds is required. At least IS years^ 
of relevant experience, preferably with 10 years at the inlernarional senior leadership level. 
Experience In slruclurlr^ private sector pro|ecls is preferred. Must have proven management 
record, strong Ir^terpersonat skills, communications skills, change management experience 
In complex organiaations, fundraising skills, and ability to generate networks. Seeking an 
accomplished organizational leader with strategic vision and adaptive leadership abilities 
to effectively marrage transition and Implement change processes. 

□rat and written professional prtsficlency In English and Spanish is required. 

Working knowledge of Portuguese or French a plus. 

Applkarili must be a cttlzeo of one of the IDB Member Countries. 

Deadline lor ippllcatloni: 2J April. 201S. 

For full job dcicrlptfon. elt|tblllty crllerla, and to app^ly. please go to www.tadb.or| 
then 'jobs' and 'Search here' an the Careers site. 

The IDB afftn a diverse and fncfuslve work envfron/nenr. 





Join the bank that invests 
in the things that matter... 



The EIB group has been a key partner in unlocking liquidity 
for European investment projects since the onset 
of the crisis, providing more than EUR SOObn since 2007. 
As a result, we are growing rapidty and are keen to recruit 
qualified and highly motivated people to help us take 
initiative, seize opportunities and share expertise, to ensure 
we make the right investment decisions. 

The EI6 is seeking to recruit at its headquarters 

In Luxembourg: 

• (Senior) Risk Management Officer - 
Credit Risk Model Management (Jobi0 102042} 

• Credit Risk Officers - Project and Structured 
Finance (Job ID 102028) 

• Liquidity Risk Management Officer 

(Job ID 102030) 

To find out more about these and other interesting EIB 
opportunities, please go to https;//erecruitnfient*eib.org 

Join us and make a difference to the things that matter. 
To you. To your family. To everyone. 



...like sustainable energy, 
dependable transport, 
innovation and entrepreneurship. 



We believe that Diversity is good for our people and our 
business. We promote and value diversity and inclusion 
among our staff and candidates, irrespective of their 
gender, age, nationality, race, culture, education 
and experience, religious beliefs, sexual orientation 
or disability. 
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The United Nations is loolcing for a leader experienced in 
high volume procurement operations to develop and 
implement strategies ensuring competitive, fair and 
transparent procurement on a wide geographical 
basis for the best value for money. 

Education: Master's degree or 
equivalent in business or public 
administration, engineering, 
law or related area. 

Work experience: At least fifteen 
years of progressively responsible 
experience in procurement 
or a related field at the 
international level. 




t®. The Commonwealth 



Planning & Monitoring Officer 

£58,578pa gross + benefits London SWl, Pall Mall 

This IS an outstanoirig opportunity to make the most of your 
five-plus years ' experierice In development progrannmes. gained within 
a planning agency onntefnationsl / inter -governmental organisation, as 
you monitor our Strategic Plan 



our 

ithin * 



Ycmj Will focus on developing monitoring reports and providing adviGe 
on monitoring reports with the aim of strengthening monitoring by our 
dfvistons TNs will inveiv^ ensunng good monitoring practices: helpirig 
develop the four -year strategic plan and interim reports, contributing 
to meetings determining how divisions achieve strategic planning 
outcomes and undertaking any required research as well as orgarysing 
records and drafting; editing and proof-reading briefs, speeches and 
other documents 



You must have a post-graduate degree in development studies, 
international relations, economics, public administraton or a related 
subject, Your experierxre must have incJuded monitoring RBH systems 
and performance assessments as well as working with spread-sheets 
^database^ 



We work wth our member governments m areas of economic, social arx3 
political development We provide practical technical assistance, offering 
thought leadersNp. innovaUve solutions and advocacy As we improve 
the wellbeing of 2 2 billion cit] 2 ens, we give you the opportunity to take 
a significant step in your career and make ar\ important contribution 
through this role 



To be considered, you must be a citizen of a Commonwealth country. 
The dosing date is Thursday 16 April 201 5 

To find out nxjre. please go to http://thecommonwealth.org/jobs 





Vacancy for the 

Director, Programmes Department 

Established in 2012, KAICIID Dialogue Centre (King Abdullah Bin Abdulaziz International Centre for 
Interreligious and Intercultural Dialogue) was founded to enable, empower and encourage dialogue 
among followers of different religions and cultures around the world. Located in Vienna, the Centre is 
an independent, autonomous, inter-governmental organization, free of political or economic influence. 

The Director of the Programmes Department is responsible for developing and delivering the Centre's 
programmatic activities in the field of inter-religious and inter-cultural dialogue, with particular emphasis 
on education. He/she will manage all aspects of ongoing and future programmes, including planning, 
organizing and implementing programme activities. 

Required qualifications: advanced university degree in interreligious studies, sociology, history, 
international relations, or a similar discipline, and a minimum of fifteen years of experience in the field 
of inter-religious and/or intercultural dialogue, including experience in developing and implementing 
programme activities. 

For more details, or to apply, please visit www.kaiciid.org/recruitment 
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Eiiropean Bank 

for RiTroiutrurlMiii HJid l)fTrlci|ifnrnt 



CHIEF ECONOMIST | LONDON 

The European Bank for Reconstruction and Development (EBRD) 
is an international financial institution promoting open market 
economies by investing in 34 countries on three continents, 
stretching from central Asia and Russia to eastern Europe and 
the southern and eastern Mediterranean. 

Our forthcoming 25-year anniversary in 2016 is an opportunity 
to reflect on the transition to open market economies and on 
the economic trajectory of our countries of operations. As Chief 
Economist, you'll provide the intellectual leadership for this 
process. As part of the Bank's management team you'll also 
contribute to addressing the broad range of economic challenges 
that the Bank's regions of operations are currently confronting. 

Drawing on your expertise in the economics of structural change 
and a team of economic researchers, you will develop high-quality 
research and forecasts for our regions, publish the Bank's flagship 
‘‘Transition Report’ and position the EBRO as the international 
thought leader on the subject of transition. 



Promoting this research will ensure you have a high profile on the 
international stage, where you will speak publican y on behalf of 
the EBRD, Reporting directly to the President, you wilt also be a 
member of the Bank's executive committee. 

You will have a Ph.D. in Economics, currently have a leading 
position in academia or a research (or related) position elsewhere 
and you'll have a good understanding of the challenges of 
the Bank's region of operations. You combine expertise in 
industrial/development economics with a solid understanding of 
macroeconomics and forecasting. This is an opportunity to build 
on your existing reputation and standing, and there may be some 
scope to combine the role with academic research or teaching. 

A strategic thinker and an exceptional communicator, you'll make 
a major impact on the future of transition in our regions. 

For a more comprehensive job descriptk>n and details of how to 
apply, visit www.ebrdjobs.com 

Closing date: 30 April 2015 



WE INVEST IN CHANGING UVES WWW.EBRDJOBS.COM 







International 
Finance Corporation 

WORLD BANKOnOUP 



Creating Opportunity 
Where It's Needed Most 



Environmental and Social Specialists 

Established in 1956. die Intematkxiai Rnance Corporation (a member of The World Bank Group) is owned by 184 member countries, a group that collectively determines 
our policies. Our work In more than TOO developing countries allows companies and financial institutions in emerging markets to create jobs, generate tax revenues, 
improve corporate governance and environmental performance. aiKf contribute to their local oommynities. IFG s vision is that people should have the opportunity to 
escape poverty and improve their lives. 

Sustainability Is a strategic priority tor IFC. It underpins the WortcJ Bank Group s efforts to end extreme poverty and boost shared prosperity in a sustainable way. 
We focus on the most urgent challenges - helping businesses address dlmate change, and foster sustainable practices in key sectors such as agribusiness, 
infrastructure and natural resources and hnanciat markets. In some of the world s most challenging markets, we help create the conditions that can arxelerate 
investment in these are^. 

IFC is seeking to strengthen its environmental and social risk management and dient engagement through the recruitment of specialists tQ review and appraise the risks 
and impacts associated with IFC's investments^ I’ositions will be located in the Africa, Asia, Latin America or EMENA regions. 

Senior/Social Specialist (Agribusiness, Infrastructure, Manufacturing) - Numbers 150622, 150623 
Senior/Environmental Specialist (Agribusiness, Infrastructure, Manufacturing) - Position Numbers 150624, 150621 
Senior/Environmental and Social Specialist (Financial Sector) - Position Numbers 150600, 150596 

We require a minimum of 8-12 years of experience in environmental and/or social management across industry sectors, including agribusiness, infrastructure, 
manufacturing and financial services. Experience in emerging markets Is preferred. 

For full job descriptions and to apply on-line, please visit www.itte.org/carieers The deadfine for applications is April 30, 2015. 



The World Bank Group is committed to aohieviog diversity ui race, gender, nationality, culture, and educatkHkal hackgrouod. Women are slrongfr encouraged to apply. 



The Economist April 4th 2015 







The goal seemed insurmountable: 
to find a way to unleash the immune 
system's power to fight cancer. 




To many physician-researchers and scientists, finding a way to get the body’s immune system to attack cancer cells 
is a momentous achievement. And Dana-Farber researchers helped make it happen. We found that some cancer 
cells elude the body’s immune defenses by cloaking themselves in the proteins PD-L1 and PD-L2. This discovery led 
to the development of several immunotherapies that are already demonstrating promising results and better quality 
of life for some people with deadly cancers. In fact, the new therapies have improved outcomes for many patients 
with advanced metastatic melanoma, kidney cancer, Hodgkin lymphoma, bladder cancer, stage IV lung cancer, and 
more. And the sky is the limit. 



Videos, whitepapers and more at DiscoverCareBelieve.org/PD-1 . 




DANA-FARBER 

CANCER INSTITUTE 



Discover, Care, Believe. 



f HARVARD MEDICAL SCHOOL 
TEACHING HOSPITAL 



© 2015 Dana-Farber Cancer Institute 
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The paradox of soil 



Land, the centre of the pre-industrial economy, has returned as a constraint 
on growth 



T he history of economics has been, 
among other things, a story of learning 
to care less about land. The physiocrats of 
18th-century France saw it as the primary 
guarantor of wealth. Adam Smith includ- 
ed it alongside labour and capital as one of 
the three factors of production that com- 
bined to generate output. A little later 
Thomas Malthus saw its innate scarcity as 
ensuring eventual catastrophe in the face 
of exponential population growth. 

Instead of succumbing to catastrophe 
Western countries found ways to work 
around land’s scarcity, some of them inge- 
nious-skyscrapers, artificial fertiliser, rail- 
ways, suburbs-and some nefarious-dis- 
possessing the oppressed and colonised. 
Improved transport allowed land farther 
off to do the work that land close at hand 
had done before, whether by producing 
crops half way round the world or housing 
workers out in the suburbs. High produc- 
tivity allowed more food to be grown on 
fewer farms. 

The value of land relative to gdp fell re- 
morselessly (see charti on following page). 
By the second half of the 20th century land 
was sufficiently marginalised in rich- 
world economies that it scarcely registered 
in economics textbooks. By the 1970s some 
seers, noting the falling cost and increasing 
power of information technology, con- 



vinced themselves that the textbooks were 
anticipating the way of the world: land 
and location would soon cease to matter in 
real life, too. 

Instead, concern over land has come 
roaring back. The issue is not overall scarci- 
ty, but scarcity in specific places-the cities 
responsible for a disproportionate amount 
of the world’s output. The high price of 
land in these places is in part an unavoid- 
able concomitant of success. But it is also 
the product of distortions that cost the 
world dear. One estimate suggests that 
since the 1960s such distortions have re- 
duced America’s gdp by more than 13%. 

Old Kent Road to Mayfair 

Land’s new relevance is rooted in two 
main developments. The first, ironically 
enough, is related to the revolution in com- 
puters and communications that was be- 
ginning to become evident in the 1970s. In 
some ways this revolution has brought 
about the “death of distance” foreseen by 
Frances Cairncross (a former journalist at 
The Economist). Supply chains leap bor- 
ders and oceans; calls to customer services 
can be answered a continent away. But if 
distance has died, location has not. 

In the middle of the 20th century many 
big, previously vibrant cities in the rich 
world were shrinking. In the 1980s, in 
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some of them, that turned around. Edward 
Glaeser of Harvard University and Gia- 
como Ponzetto of crei, a research centre in 
Barcelona, reckon that this was because in- 
formation technology made work in some 
knowledge-intensive industries far more 
lucrative. Financial traders could manage 
more money across more investors; soft- 
ware firms could sell their products cheap- 
ly and easily across a global market. As the 
return to knowledge-intensive activities 
exploded, so did the economic fortunes of 
idea-producing places. 

There is support for this idea in research 
done by Thor Berger, of Lund University, 
and Carl Benedikt Frey, of the University of 
Oxford. Before the 1980s there was no sta- 
tistical link between the skill-level of a 
city’s workforce and its tendency to create 
new kinds of work. From the 1980s on, by 
contrast, new job categories appeared 
with much greater regularity in places 
with highly skilled workers than in those 
that lacked them. What is more, Mr Glaeser 
and his colleague Matthew Resseger find a 
close relationship between the population 
of a metropolitan area and the productivi- 
ty of workers within that area. It seems that 
workers accumulate knowledge faster in 
cities with lots of idea industries. 

Top cities became hotbeds of innova- 
tive activity against which other places 
could not easily compete. The people clus- 
tered together boosted each others’ em- 
ployment opportunities and potential in- 
come. From Bangalore to Austin, Milan to 
Paris, land became a scarce and precious 
resource as a result; the economic potential 
of a hectare of rural Kentucky county is 
dramatically lower than that of a hectare in 
Silicon Valley’s Santa Clara county. And ►► 
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► there is only so much of Santa Clara to go 
around. 

Yet more Santa Clara could be built, 
were it not for the second and more dis- 
tressing factor behind land’s return: the 
growing constraint imposed by land-use 
regulation. The Santa Clara town of Moun- 
tain View, for instance, is home to some of 
the world’s leading technology firms. Yet 
nearly half of the city’s homes are single- 
family buildings; the population density is 
just over 2,300 per square kilometre, three 
times lower than in none-too-densely pop- 
ulated San Francisco. 

The spread of land-use regulation is not 
hard to understand. The clustering that 
adds to local economic vibrancy has costs, 
too, as the unregulated urban booms of the 
19th century made clear. Crowded slums 
were fertile soil for crime and epidemics; 
filthy air and water afQicted rich and poor 
alike. Officials began imposing new rules 
on those building in cities and, later, on 
those extending them: limiting heights and 
building designs; imposing maximum 
densities and minimum parking require- 
ments; setting aside “green belts” on which 
development was prohibited. Such regula- 
tions have steadily expanded in scope and 
spread to cities around the world. 

As metropolitan economies recovered 
from their mid-20th-century slump popu- 
lations began growing again. The numbers 
of people living in the central parts of Lon- 
don and New York have never been higher. 
And as demand for quality housing in- 
creased the unintended consequences of 
the thicket of building regulation that had 
grown up in most cities became apparent. 

David Ricardo, an eminent early-i9th- 
century economist who was, among other 
things, a friend of Malthus’s, would have 
recognised the issue. Back when land was 
at the centre of the discipline his observa- 
tions led him to the idea of a rent: an un- 
earned windfall accruing to the owner of a 
scarce resource. 

Strained food supply would raise food 
prices, he reasoned, which would encour- 
age landowners to bring ever more land 
under cultivation. But higher food prices 
benefited all landowners. A lord sitting on 
highly productive agricultural land sud- 
denly found his profits swelling: not as a re- 
sult of innovation on his part but because 
humanity needed more of something he 
happened to own. This is what is happen- 
ing in the world’s cities today. 

According to data gathered by Robert 
Shiller, of Yale University, the inflation-ad- 
justed cost of building new housing in 
America is roughly the same now as it was 
in the 1980s. The inflation-adjusted cost of 
buying a new home, by contrast, has risen 
by 30% over the same period (during the 
property bubble of the 2000s house prices 
climbed a great deal further before falling 
back). Individual cities have experienced 
even larger increases. From 1993 to 2013 
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prices in Boston and San Francisco rose by 
60% in real terms. 

American cities are not exceptional. 
Economic change led to the rejuvenation 
of cities around the world, stress on stag- 
nant housing stocks, and soaring housing 
costs. In many developed economies, the 
value of housing is an ever greater store of 
wealth (see chart 2) 

Belleville to Rue de la Paix 

Economists studying the issue generally 
reckon that rising housing costs are a pro- 
duct of the rising cost of land. David Al- 
bouy of the University of Illinois and Ga- 
briel Ehrlich of America’s Congressional 
Budget Office reckon that in America land 
accounts for a third of total housing costs, 
and close to half in some metropolitan ar- 
eas. A high share of land in housing costs 
results in the creation of large rents for 
landowners. 

If regulatory limits on building heights 
and density were relaxed, fewer plots of 
land would be needed to satisfy a given 
level of demand. That would reduce the 
rents collected by landowners, since any 
uptick in demand could quickly be met by 
new development. Just as soaring agricul- 
tural productivity led to a decline in the rel- 
ative economic power of rural landowners 
in the 19th and 20th centuries, the relax- 
ation of strict limits on development 
would lead to a decline in property wealth 
relative to the economy as a whole. More 
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of the gains of economic activity would 
flow to workers and investors. 

Insead building regulations keep ur- 
ban-land productivity low, and the costs 
are staggering. A 2005 study by Mr Glaeser 
and Raven Saks, of America’s Federal Re- 
serve, and Joseph Gyourko, of the Univer- 
sity of Pennsylvania, attempted to derive 
the share of property costs attributable to 
regulatory limits on supply. In 1998 this 
“shadow tax”, as they call it, was about 
20% in Washington, dc, and Boston and 
about 50% in San Francisco and Manhat- 
tan. Matters have almost certainly got 
worse since then. 

Similar work by Paul Cheshire and 
Christian Hilber, of the London School of 
Economics, estimated that in the early 
2000s this regulatory shadow tax was 
roughly 300% in Milan and Paris, 450% in 
the City of London, and 800% in its West 
End. The lion’s share of the value of com- 
mercial real estate in Europe’s most eco- 
nomically important cities is thus attribut- 
able to rules that make building difficult. 

One may find it hard to sympathise 
with Mayfair hedge funds facing high 
rents. But the net effect of these costs is felt 
more by the poor than by the rich. Take 
American homeowners. The fact that 60% 
of households own property might seem 
to suggest that rising house prices and in- 
flated land values were good for a large 
swathe of the middle class. Yet Edward 
Wolff of New York University notes that 
the middle class enjoyed much less of a 
boost to wealth because of an accompany- 
ing rise in mortgage debt (see chart 3 on 
next page). Meanwhile poorer Americans, 
who rent their homes, experienced soar- 
ing housing prices as a large and sustained 
increase in their cost of living. 

Housing wealth has played a critical 
role in rising inequality, to which Thomas 
Piketty, an economist at the Paris School of 
Economics, drew attention in his bestsell- 
ing book “Capital in the Twenty-First Cen- 
tury”. In a recent paper Matthew Rognlie, a 
doctoral student at mit, noted that the ris- 
ing share of national income flowing to 
owners of capital, rather than workers, is 
largely attributable to increased payments 
to owners of housing. Capital income from 
housing accounted for just 3% of the total in 
1950 but is responsible for about 10% today. 

Land rents are also captured by land- 
owners in many emerging markets. Ac- 
cording to CERE, a property company, Beij- 
ing and New Delhi are among the world’s 
ten most expensive office markets, while 
Kuala Lumpur and Jakarta are among 
those with the fastest price increases. Ex- 
tremely fast growing areas are often crucial 
to developing economies, which means 
poorly regulated property markets can do 
a lot of harm. In India’s big cities onerous 
permitting procedures, tight rent control, 
and strict limits on how land may be used 
have heavily distorted patterns of growth ►► 
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► and the allocation of its benefits. 

Growth in the rents available to proper- 
ty owners fuels corruption and wastes re- 
sources. Landowners work to strengthen 
development restrictions while politicians 
cash in on their ability, through selective 
development approval, to grant fortunate 
supplicants a windfall. In economies 
where political corruption is already a pro- 
blem the renaissance of land may be espe- 
cially corrosive. In October 2014 the Times 
o/India reported that the bribes required to 
clear the various stages of the planning- 
permission process in central Mumbai 
could add up to as much as half of basic 
building costs. 

The ugliest effect of the return of land, 
though, may be the brake it applies to the 
economy as a whole. One of the main 
ways economies increase worker produc- 
tivity, and thus grow richer, is through the 
reallocation of people and resources away 
from low-productivity segments to more 
efficient ones. In business this means that 
bad firms go bust and good ones grow to 
great size. Something similar should hold 
for cities. Where workers can be put to use 
at high levels of productivity labour scarci- 
ty will lead to fast growing pay packets. 
Those pay packets will attract workers 
from other cities. When they migrate and 
find new, high-paying work, the whole 
economy benefits. 

Mediterranean Avenue to Boardwalk 

But that process is now breaking down in 
many economies. For workers to move to 
the high wages on offer in San Francisco, 
they must win an auction for a home that 
provides access to the local labour market. 
The bidding in that auction pushes up 
housing costs until there are just enough 
workers interested in moving in to fill the 
available housing space. Salaries that 
should be sending come-hither signals are 
ending up with rentiers instead, and the 
unfairness can trigger protest, as it has in 
San Francisco. Many workers will take 
lower-paying jobs elsewhere because the 
income left over after paying for cheaper 
housing is more attractive. Labour ends up 



allocating itself toward low-productivity 
markets, and the whole economy suffers. 

Chang-Tai Hsieh, of the University of 
Chicago Booth School of Business, and En- 
rico Moretti, of the University of Califor- 
nia, Berkeley, have made a tentative stab at 
calculating the size of such effects. But for 
the tight limits on construction in Califor- 
nia’s Bay Area, they reckon, employment 
there would be about five times larger than 
it is. In work that has yet to be published 
they tot up similar distortions across the 
whole economy from 1964 on and find that 
American gdp in 2009 was as much as 
13.5% lower than it otherwise could have 
been. At current levels of output that is a 
cost of more than $2 trillion a year, or near- 
ly $10,000 per person. 

The good news is that the world’s ur- 
ban-land scarcity is largely an artificial pro- 




blem. The bad news is that that does not 
make it a soluble one. Redressing strict 
land regulation is among the most politi- 
cally fraught of policy issues. It is in many 
ways like other toxic issues, such as trade 
or immigration. The society on the receiv- 
ing end of new imports or population in- 
flows benefits as a whole, but those put out 
of business by competition or dismayed by 
cultural change feel a disproportionate lev- 
el of damage, and organise in opposition. 
And in the case of land values this opposi- 
tion will be rich. 

There are ways to address this with 
policy. Governments could aim specific as- 
sistance at those harmed by dense devel- 
opment, as they have to those affected by 
liberalised trade. Disbursing some of the 
tax revenue earned as a result of new de- 
velopment to landowners within a small 
area around that development to compen- 
sate for short-term hardship would reduce 
opposition to new building. 

Or they could heed the advice of Henry 
George, an American follower of Ricardo 
who in the 1880s made the case for a land- 
value tax. It has many theoretical virtues. 
Most taxes dampen, distort or displace eco- 
nomic activity by changing incentives on 
the margins. But a land tax cannot reduce 
the supply of land, and it would stimulate 
economic activity by penalising those 
whose land is unproductive. And your tax 
base is always right there-a city lot cannot 
be whisked off to Luxembourg. 

The mayor of New York City, Bill de Bla- 
sio, hopes that taxing vacant lots by value 
will help deal with urban blight in the 
Bronx and elsewhere. But there are practi- 
cal problems with a land tax-perhaps the 
largest of which is that by its very nature it 
hits the well-connected rich hardest. Even 
fiscally purist Estonia, which adopted a 
land tax in 1993, has complicated it with 
multiple bands, including an exemption 
for homeowners. 

Those already blessed with property 
may also object to the other obvious ap- 
proach to the problem: faster and higher- 
capacity transport links allowing the bene- 
fits to be spread farther afield. Some ways 
of improving transport-such as conges- 
tion charges on traffic-may be cheap, but 
especially in big cities new infrastructure is 
a slow and costly undertaking, as veterans 
of Boston’s tunnel-enhancing “big dig” can 
attest. A new underground railway line in 
London, Crossrail, is currently Europe’s 
most expensive infrastructure project. 

In the absence of jet packs all round, 
what else might technology offer? In time, 
perhaps, it could do to location what it did 
to brute distance, abolishing the problem. 
Virtual reality and social networking 
might combine to provide the benefits of 
dense populations without the propin- 
quity. Unlikely, yes-hut perhaps no more 
so than a skyscraper, or a subway train, to 
David Ricardo. ■ 
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The present past 



APPOMATTOX 

150 years after the end of the civil war, the states that were once Confederate 
remain distinct 



F or something that ended 150 years ago 
on April 9th, America’s civil war is 
strangely newsworthy. Last month the Su- 
preme Court heard a case that asked 
whether Texas should allow the Sons of 
Confederate Veterans to put a Confederate 
flag on their car licence-plates, and two 
white students were expelled from the 
University of Oklahoma for singing a song 
about lynching taught to them by a frater- 
nity founded in the antebellum South. 

Many Americans remain fascinated by 
the conflict. In 2002 the Library of Con- 
gress estimated that 70,000 books had 
been published about it, more than one a 
day since the war ended. This year at Ap- 
pomattox courthouse in Virginia 1,000 vol- 
unteers will dress up to re-enact the surren- 
der there of General Robert E. Lee. 

Events to mark the anniversary will 
take place around the country. At Ander- 
sonville in Georgia, the site of a Confeder- 
ate prison camp, a funeral will be held later 
in the year for the 13,000 Union soldiers 
who died there of starvation and disease. 
“With battlefield sites there is some glory 
for both sides,” says Stephanie Steinhorst, 
who works for the National Parks Service 
in Andersonville. “But there’s not much 
glory in a prison camp.” 

Yet the war is more than an excuse for 
dressing up. It created a divide that has yet 
to disappear. Eor all the economic dyna- 
mism of the South, which over the past 
few decades has almost caught up with the 



rest of the country economically (see next 
article), it remains a region apart, from the 
bedroom to the ballot box. If you know 
whether a state was part of the Confedera- 
cy it is possible to make a reasonably accu- 
rate guess about where it stands on a range 
of seemingly unconnected matters, from 
party politics to gay marriage. 

In the autumn of 2014, when control of 
the Senate was decided in the mid-term 
elections, one of the best ways to predict 
the outcome was to look up the results of 
the presidential election of i860. Then the 
North backed Abraham Lincoln, the Re- 
publican, who would end slavery and 
fight to preserve the Union. The South vot- 
ed for John Breckinridge, a pro-slavery 
Southern Democrat. In 2014 all but one of 
the 11 states that had been members of the 
Confederacy chose a senator (Elorida be- 
ing the exception.) Nearly all voted once 
again for the same party-only this time it 
was the Republicans. 

Old times there are not forgotten 

Today, only five states have no minimum- 
wage laws; all were Confederate 150 years 
ago. Of the ten states that lock up the high- 
est proportion of their citizens, seven were 
Confederate. A further two that make the 
top ten-Oklahoma and Arizona-were 
created since 1865 and settled in the late 
19th century by southerners escaping the 
depression that followed defeat. In only 12 
states do most residents think abortion 
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should be illegal in all or most cases. Eive 
were in the Confederacy. 

That a war that cost over 600,000 lives 
should leave scars is unsurprising. The 
equivalent death toll today, adjusting for 
population growth, would be 6m. Michael 
Barone, author of a book on how migra- 
tion shaped America, writes that his great- 
grandfather explained his vote for the Re- 
publicans in 1944 by saying, “The Confed- 
erates burned our barn.” What is strange is 
that the line that divided the Union from 
the Confederacy should still be so visible 
(see maps on next page), even though the 
South has long since been transformed by 
civil rights and air conditioning. 

Does race explain the persistence of dif- 
ference? This may have been true in the 
1960s and 1970s, when the Republicans en- 
ergetically wooed southern white Demo- 
crats who were outraged by Lyndon John- 
son’s civil-rights laws. But it no longer fits. 
The most segregated schools are now in 
the north-east. Mixed-race marriages are 
growing faster in some southern states 
than anywhere else in America. Violent 
mistrust between black citizens and white 
police officers is more a northern problem 
than a southern one. 

Religion is a better explanation of 
southern exceptionalism. The civil war di- 
vided most of America’s Protestant sects, 
says Mark Noll of the University of Notre 
Dame. Both the Presbyterian and Method- 
ist churches split into northern branches, 
which opposed slavery, and southern 
branches, which did not. Even after slavery 
ended, theological divisions persisted. In 
the north, which saw mass immigration 
from all over the world in the decades after 
the war, Protestant churches had to find 
some accommodation with Jews, Catho- 
lics and, eventually, non-believers. 

In the South the share of those born 
outside America (which was low to begin ►► 
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It's not quite over 

Public opinion and public policy, the old Confederacy v the United States 
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► with) actually fell after the civil war. New 
migrants moved west or north but rarely 
south. Because of this, southern churches 
could hold more traditional views without 
challenge. Those tented revival meetings 
that were such a feature of southern Prot- 
estantism were not intended to win con- 
verts so much as to purify and strengthen 
beliefs that were already there. 

The Southern Baptist movement, 
which is strongly associated with the “val- 
ues voters” who favour the Republicans, 
has its origins in support for slavery. South- 
ern Baptists have long since updated their 
views on race, as the many black Southern 
Baptist pastors attest, but the movement’s 
social conservatism endures. And south- 
erners are unusually observant: Utah is the 
only non-southern state where church at- 
tendance is as high as in Dixie. 

When piety is grafted on to a small-gov- 
ernment political philosophy-57% of 
southerners think the government does 
“too much” and only 37% think it should do 
more, according to Gallup-it explains 
much of why the South remains different. 
The link between the war and the appeal 
of the Reagan revolution is harder to make, 
but it is not implausible that antipathy to- 
wards the federal government may be con- 
nected to the loss of a quarter of all white 
male southerners aged 16 to 45, who were 
maimed or killed in a war against it. 

If this is right, then there are two possi- 
ble futures for what was once the Confed- 
eracy. The continuing in-migration of large 
numbers of northerners, including many 
African-Americans, may transform the rest 



of the South the way it has already trans- 
formed Virginia and Florida, which are 
both swing states these days. Or the South 
might continue to expand its cultural and 
religious reach westwards, as it has into 
Oklahoma, Arizona and New Mexico. Or 
both. Apologists for the old South like to 
point out that the last action of the war, a 
skirmish in Texas, resulted in a Confeder- 
ate victory. It’s not over yet. ■ 



The South's economy 

They wish they 
were in Dixie 

ATLANTA 

Why Americans keep heading that way 

F or all its problems, people are voting 
with their feet to live in Dixie. New data 
from the Census Bureau show that seven 
of the ten fastest-growing counties in 
America by population are in the South 
(defined here as the n states of the old Con- 
federacy plus Kentucky and West Virginia). 
So are 70 of the top 100 (see chart 1 on next 
page). The region is home to 34% of Ameri- 
cans, up from 27% in 1963. 

Why do so many people crave fried 
chicken and hot buttered biscuits for 
breakfast? Southerners still earn less than 
the American average (see chart 2), since 
the region has a lot of poor people. But the 
cost of living is low. In Chattanooga, Ten- 



nessee, a family on the local median in- 
come of $54,200 a year would find 78% of 
homes affordable, according to the Nation- 
al Association of Home Builders. In bust- 
ling Atlanta, 72% are affordable by this 
measure; in New York, only 25% are. 

Youngsters flock to southern cities to 
study or work in industries like technology 
and tourism. The number of graduates in 
Charlotte, North Carolina rose by 50% in 
the decade to 2013; Baton Rouge, Nashville 
and Tampa each gained 35%. A Georgia 
Tech student frets that brainy newcomers 
will take all the best jobs-but then admits 
she grew up in Texas and would stay in At- 
lanta if offered something good. Barry 
Hirsch of Georgia State University argues 
that southern cities are now little different 
from those elsewhere in America. 

America’s greying baby-boomers find 
the South warms their bones and suits 
their budgets. Tom Gaines splits his time 
between Tennessee and Florida after mov- 
ing from icy Michigan in 2003. Since his re- 
tirement, he and his wife have enjoyed the 
sun and the lack of income taxes. “We’re 
very blessed,” he says, even if the local 
property market has been terrifyingly vol- 
atile. The Gaineses’ condo near Naples, 
Florida doubled in value, then fell by half, 
then more than doubled again. 

The region is more diverse than it used 
to be. In the 2000s, eight of the top ten 
states for Hispanic population growth 
were in the South. Some of the early Latino 
migrants came to build stadiums for Atlan- 
ta’s Olympics in 1996, but most of the re- 
cent growth has come from new births. 
Asian-Americans are now 7% of Virginia’s 
population, 4% of Georgia’s and 3% of 
North Carolina’s. Most assimilate fast. Li 
Wong, publisher of the Georgia Asian 
Times, says his paper is in English because 
second-generation Asian-Americans “are 
more comfortable reading in that language 
than [ini Korean, Vietnamese or Chinese.” 
Two southern governors have Asian roots. 

Later this year Airbus will open a 
$6oom plant near Mobile, Alabama, not 
far from its rival Boeing in North Charles- 
ton, South Carolina. Volkswagen is ex- 
panding its car plants in Chattanooga. 
South Carolina makes more tyres than any 
other state: both Michelin and Continental 
have their North American headquarters 
there. (The Palmetto State also grows more 
peaches than the Peach State, Georgia.) 

Southern governors nearly all say that 
firms find their states congenial because of 
low taxes, weak unions and light regula- 
tion. This is partly true, as Texas’s recent re- 
cord of j oh creation shows. But Alan Stone- 
cipher of the Florida Centre for Fiscal and 
Economic Policy, a think-tank, says the tax 
breaks that many southern states offer to 
businesses that move there are not in the 
best interests of its residents. (Mercedes- 
Benz recently moved its ho from New Jer- 
sey to Georgia after being offered a sweet- ►► 
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Young minds in Georgia 



► ener of $23m.) “Corporations do what they 
were going to do anyway,” he argues. The 
Tax Foundation, a fre e-market think-tank, 
ranks only two southern states, Florida 
and Texas, in its top ten for the friendliness 
of their business-tax climate. 

Racism still casts a shadow. In 2014 40% 
of America’s 784 hate groups were based 
in the region. Yet the gap between black 
and white household income is lower in 
the South than in America as a whole. And 
14% of southern newlyweds marry some- 
one of another race-a larger share than in 
the north-east or Midwest, according to the 
Pew Research Centre, a think-tank. Black 
and white southerners vote differently 
(93% of blacks voted Democratic in 2012; 
72% of whites. Republican). They also wor- 
ship separately, for the most part. But the 
workplace is much more integrated. 

“It’s not that racism doesn’t exist, it’s 
just now we can discuss it,” says Aysha 
Cooper, who runs a day-care centre for the 
elderly in Snellville, Georgia. Ms Cooper 
finds that oldies brought up under Jim 
Crow now mix happily over games and 



Flying south 
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meals. “There are no racial barriers in my 
centre,” she declares. 

The region remains America’s poorest 
according to the Census Bureau, which in- 
cludes Maryland, Delaware, Oklahoma 
and the District of Columbia in its calcula- 
tions. The poverty rate fell from 18.5% in 
1970 to 12.8% in 2000 but then jumped back 
up again to 16.1% in 2013. Four southern 
states have unemployment rates among 
the worst ten in the country. 

Public health care is stingier in the 
South than elsewhere. Of the 13 southern 
states, only Arkansas, Kentucky and West 
Virginia have expanded Medicaid (public 
health care for the hard-up) under Obama- 
care. Katia Vales, a consultant who lives in 
Georgia, hit her head last year when she 
was looking for a new job. “My friend 
knew that she couldn’t call me an ambu- 
lance because I had absolutely no way to 
pay for it,” she recalls. 

On standardised maths tests for 13 -year- 
olds, southern states cluster at the bottom, 
though Texas, Virginia and North Carolina 
are slightly above average. Many fear that 
recent cuts to southern education budgets 
will make matters worse. Alabama has 
slashed spending per pupil by 17.8% since 
2008-more than any other state save 
Oklahoma. Cuts in North Carolina, Ken- 
tucky and Mississippi were also ferocious. 

Georgia, among others, is hoping to 
learn from New Orleans’s charter schools, 
which proliferated after Hurricane Katrina 
in 2005. Almost all pupils in the city now 
attend charters (which are publicly funded 
but independently run). Drop-out rates 
have halved: tests results are inching up. 

Still, out of every 100 14-year-olds in the 
South, only 18 can expect to complete col- 
lege within 150% of the time allotted for 
their courses, compared with a national 
average of 21. And those who make it to col- 
lege now pay more for it. Since 2008, tu- 
ition rates have risen by more than half in 



Florida, Georgia and Louisiana. 

Atlanta exemplifies both the virtues 
and the failings of the South. Its 5.5m resi- 
dents live near the world’s busiest airport. 
Several local firms are world-class: Delta 
Airlines, Coca-Cola, ups. The city also has 
more black businesses and millionaires 
than any other in America. Rap stars such 
as Ludacris and Drake have made its night- 
life famous. 

On the minus side, it is still racially di- 
vided. Traditionally black neighbour- 
hoods, such as the Old Fourth Ward 
(where Martin Luther King once lived) are 
slowly growing more mixed, as yuppies 
move in. But parts of Atlanta are almost 
100% African-American, and Buckhead, a 
wealthy area, is 79% white. 

Atlanta is also America’s most unequal 
city, according to the Brookings Institution, 
a think-tank. Households at the 95th per- 
centile make 19 times as much money as 
those at the 20th. This gap correlates with 
race: black families in Atlanta are almost 
three times as likely to be poor as white 
ones. And Atlantans are not very socially 
mobile. Those born into the poorest quin- 
tile have only a 4.5% chance of making it to 
the top quintile. By comparison, those 
born at the bottom in San Jose, California 
have a 12.9% chance of working all the way 
up, much like babies born into similar cir- 
cumstances in Canada or Denmark. 

Poor public transport makes it harder 
for Atlanta’s citizens to find new jobs. 
Commuting by car is a pain: citizens spend, 
on average, 50 hours a year sitting in traffic 
jams. And between 2000 and 2012 the 
number of jobs within an easy commuting 
distance of home dropped by 14.8% accord- 
ing to Brookings, compared with 7% across 
the nation. 

A teacher at a black high school near At- 
lanta’s airport says her pupils never treat 
her differently for being white. Her youth 
has attracted more attention: one cheeky 
pupil once called her “a stupid-ass little 
girl”. Some of her pupils lack motivation, 
she frets. Yet the only way to overcome the 
racism they will encounter in the outside 
world, she argues, is “to stop fulfilling ste- 
reotypes and get an education.” ■ 



The miracle of air conditioning 
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Delaware's economy 

The First State 
comes last 

WILMINGTON 

Living standards drop in America’s 
business capital 

W AGE growth in America has been 
measly for years, but since the reces- 
sion one state has fared particularly badly: 
Delaware, an east-coast tax haven. From 
2009 to 2014, it was the only state in which 
hourly and weekly earnings dropped in 
cash terms (see chart). 

At first glance, this is puzzling. Unem- 
ployment in Delaware, at 4.8%, is well be- 
low the national average; many would ex- 
pect such a tight labour market to result in 
rising wages. Moreover, the state is famous- 
ly kind to business. Thanks to benign com- 
pany laws and low taxes, there are more 
businesses registered in Delaware than 
there are people. More than 50% of all pub- 



licly traded firms in America have chosen 
the state as their legal home. Last year 
roughly 170,000 business entities formed 
there, a new record. A quarter of Delawar- 
eans work in finance or business services, 
a higher proportion than in any other state. 
Such vocations typically pay well. 

But dig deeper, and problems appear. In 
recent years Delaware’s business-services 
industry has not looked so hot. In com- 
pany litigation, its courts have lost out to ri- 
vals, particularly federal ones. Excessive lit- 
igation encourages companies to move. 
And Wilmington, the largest city in the 
state, is losing its appeal as a place to do 
business because of its high crime rate. 
Downtown is eerily quiet, even on busi- 
ness days. At the heavily policed railway 
station, a helpful video shows what to do if 
an armed madman launches an attack. 

All this has taken a toll. The number of 
full-blown public and private corporations 
registered in Delaware is 11% lower than it 
was in 2000. (The number of smaller out- 
fits has shot up, but these generate less 
juicy work.) Small wonder, then, that over 



Dating apps 

Too many fish in the sea 

WASHINGTON, DC 

In the dating market, having fewer choices can be more efficient 



P eople over the age of 30 may not 
know what a “topless mirror selfie” is. 
For young women trying to find a date in 
many American cities however, it is a 
maj or blight: young men who think it 
alluring to post a photo of their shirtless 
reflection on dating apps. For men, the 
equivalent grumble is women who only 
post photos of themselves posing with 
more attractive friends. 

Apps have transformed dating. 
There’s no need, as on traditional dating 
websites, to fill in lots of questions or pay 
a subscription fee. Choice seems endless. 
Yet many Americans seem to be using 
dating apps to find people as similar as 
possible to themselves. 

The market leader is Tinder, which 
allows you to filter potential matches by 
age, sex and location only; profiles con- 
sist of a few photos from Facebook and a 
couple of lines of text. A left swipe is 
rejection; right, acceptance. If two people 
both swipe right, they match, and only 
then can they talk and arrange a date. 

Many bright young things prefer a 
newer app called Hinge. This displays 
information about your job and educa- 
tion, and displays only potential mates 
with whom you have Facebook friends 
in common. Since the start of 2014, it has 
expanded from four cities to 38. Justin 
McLeod, the firm’s boss, claims that 99% 
of its users have college degrees. 




Ernesto, a 25-year-old student in 
Washington, dc, has dated 17 women 
since installing Hinge and Tinder on his 
phone in October. Hinge is better, he 
says: “It tells you what people are pas- 
sionate about.” Christine, another Hinge 
user, says it is like meeting people at 
parties, but she is “even more selective on 
the app than I would be in person”. 

Hinge is popular for a simple reason. 
Online, there are too many choices. 
Narrowing them down saves time-a 
blessing for busy young professionals- 
but at a cost. When the elite date only 
friends of friends, it is hard for those 
outside this happy circle to break in. 



I The Diamond State Loses Its sparkle 
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the same period employment in Dela- 
ware’s professional and business-services 
sector has dropped by a tenth. Wages in 
that industry have fallen for the past few 
years. They have also tumbled in the finan- 
cial sector, which has struggled recently 
with low profits. Delaware’s moneymen 
are earning 25% less per hour than they did 
before the financial crisis. 

Other parts of the economy are suffer- 
ing, too. Delaware’s manufacturing sector 
is one. Two car plants, which once em- 
ployed 10,000 workers between them, 
have gone: Chrysler’s in 2008 and General 
Motors’ in 2009. Since the recession ended, 
manufacturing jobs (which typically pay 
well) have continued to wither in the state, 
despite a nationwide recovery. Delaware’s 
industrial electricity prices, which are 25% 
higher than the American average, partly 
explain the lacklustre performance. John 
Stapleford of the Caesar Rodney Institute, 
a libertarian think-tank near Wilmington, 
laments the absence of a “right-to-work” 
law (which would prevent workers from 
being forced to join a union as a condition 
of employment). Without one, says Mr Sta- 
pleford, Delaware is an unattractive place 
to locate a factory: manufacturing jobs go 
elsewhere. 

Delaware’s low-wage sectors, though, 
have bloomed. Since 2010 the state’s casi- 
nos have been allowed to host “table 
games”, such as blackjack. That, says 
George Sharpley of the Delaware Depart- 
ment of Labour, partly explains why em- 
ployment in the leisure and hospitality 
sector has since grown by 7%. 

Retirees are also playing a role, says Gus 
Faucher of pnc, a bank. Many move to Del- 
aware for its low taxes on retirement in- 
come. From 2010 to 2013 the share of the 
state’s population over 65 grew by 7%, well 
above the American average, and Dela- 
ware is forecast to be one of the fastest-age- 
ing states in the next few decades. Working 
for gamblers and pensioners pays poorly: 
hourly wages in leisure and hospitality are 
half the state average. To paraphrase the 
state song, some wonder if the sun really is 
shining over their beloved Delaware. ■ 
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Indiana politics Senate Democrats 

Religious freedom Unbroken Reid 

V gav rights 

O i7 O WASHINGTON, DC 

One bareknuckle leader may be replaced by another 



CHICAGO 

A debate in which both sides exaggerate 
the threats they face 

H OW swiftly times change. When Bill 
Clinton signed the federal Religious 
Freedom Restoration Act (rfra) in 1993, 
hardly anyone obj ected. The House of Rep- 
resentatives had supported it unanimous- 
ly; the Senate by 97-3. Likewise, when a 
young state senator called Barack Obama 
voted for a similar measure in Illinois in 
1998, it seemed like a shrewd move for a 
man with lofty ambitions. Yet when Go- 
vernor Mike Pence signed a nearly identi- 
cal law in Indiana on March 26th, the out- 
rage was deafening. 

The law says the state “may not sub- 
stantially burden” a person’s free exercise 
of religion unless it is “essential to further a 
compelling governmental interest” and 
“the least restrictive means” of doing so. 
Critics say this is a licence to discriminate 
against homosexuals. Protesters marched; 
companies threatened to cut ties with the 
Hoosier State. Angie’s List, an online direc- 
tory of local services, abandoned a 
planned $4om investment in Indianapo- 
lis. Seattle and San Francisco banned pub- 
licly-funded travel to Indiana. So did Con- 
necticut, which, oddly, also has an rfra of 
its own. Hillary Clinton tweeted: “We 
shouldn’t discriminate against [people be- 
causel of who they love.” (Mrs Clinton op- 
posed gay marriage until 2013, two years 
after the first Gallup poll showed most 
Americans supporting it.) 

Some 20 states have passed rfras 
since the Supreme Court ruled in 1997 that 
the federal one applied only to the federal 
government. Another dozen have adopted 
RFRA-style protections in other ways. They 
have not been invoked very often. Last 
month an Apache feather dancer used an 
RFRA to make the federal government re- 
turn some unlicensed eagle feathers it had 
confiscated. Last year the government set- 
tled with a Sikh employee who was fired 
for wearing a ceremonial dagger at work. A 
Muslim prisoner invoked a similar law 
when demanding the right to grow a beard 
behind bars: a Jewish one used it to obtain 
kosher prison meals. 

Perhaps the most important invocation 
of an RFRA (the federal one) was in the case 
of Burwell v Hobby Lobby, when the pious 
owners of a closely-held chain of knick- 
knack stores asked not to be compelled to 
pay for what they considered to be aborti- 
facients for their employees under Obama- 
care. They won in the Supreme Court, by 
the narrowest of margins. 

Not once, however, has an rfra 



D ays after Harry Reid, the 75-year-old 
leader of the Democratic minority in 
the Senate, announced that he would not 
seek re-election, a cnn interviewer asked 
if he regretted the partisan brawls that 
have marked his career, such as his 
charge in 2012-unsupported by any 
evidence-that the Republican presi- 
dential nominee, Mitt Romney, paid no 
taxes. With a shrug, Mr Reid replied: 
“Romney didn’t win, did he?” 

That moment helps to explain why 
Republicans describe Mr Reid’s reign as 
majority leader, between 2007 and 2015, 
as a dark chapter. They accuse him of 
twisting Senate rules and wrecking the 




A bruiser retires from the ring 



trumped an anti-discrimination law pro- 
tecting minorities. The owner of Arlene’s 
Flowers, a florist in Washington state, re- 
fused to provide flowers for a same-sex 
wedding on religious grounds but was told 
that she had to: preventing discrimination 
against gay people was a compelling state 
interest, the judge said. 

Protesters in Indiana retort that, unlike 
Washington, Indiana does not have an 
anti-discrimination law protecting gay 
people (although the cities of Indianapolis, 
Bloomington and South Bend have local 
ordinances that do). Activists worry that in 
other parts of the state the equivalent of Ar- 
lene’s Flowers could rebuff a gay couple 
and get away with it. The possibility can- 
not be ruled out. Most businesses, when 
they see a gay customer, see a customer. 
But for a few, religious fervour may trump 
the desire to turn a profit. 



chamber’s traditions of compromise and 
lofty debate to ram through an outra- 
geously partisan agenda. 

The charge is half-true. Mr Reid is 
indeed an outrageous partisan. During 
his two terms in the House and five in the 
Senate, he has spread dirt, twisted arms, 
and staged procedural ambushes to 
advance the interests of Nevada and the 
Democrats. But it is hard to pin an ideo- 
logical agenda on him. 

A boxer in his youth, he endured a 
childhood of Steinbeckian poverty (his 
father was a hard-drinking miner, his 
mother took in laundry from brothels), 
and paid for law school by working 
nights as a police officer on Capitol Hill. 
His rhetoric is pro-underdog and anti- 
Republican. Yet his votes were for a long 
time rather centrist, though he tacked left 
as a party leader on such issues as gay 
rights and immigration. 

Mr Reid is rude. He called President 
George W. Bush a “loser” and a “liar”. He 
ends phone conversations by hanging up 
without a word of goodbye. The charge 
that he has single-handedly broken the 
Senate is harder to sustain, however. 

True, when he was maj ority leader he 
blocked votes rather than let it be seen 
that bipartisan support existed for mea- 
sures that Mr Obama opposed. But Re- 
publicans were as bad in other ways. 

Mr Reid is a symptom of increased 
partisanship in the Senate, not its cause. 
He wants Senator Charles Schumer, a 
pugnacious New Yorker, to inherit his 
leader’s role. Alas, his retirement in 2016 
may not change very much. 



“They ought to pass a good statewide 
gay-rights law,” argues Douglas Laycock at 
the University of Virginia’s law school. 
That is not on the cards, but the governor is 
furiously backtracking. 

“Hoosiers don’t believe in discrimina- 
tion,” Mr Pence told a television inter- 
viewer. Clearly taken aback by the vehe- 
mence of the reaction, he said he was 
“open” to an additional bill that “reiterates 
and amplifies and clarifies” the law. On 
March 31st he said: “It would be helpful to 
move legislation this week that makes it 
clear that this law does not give businesses 
a right to deny services to anyone.” 

Meanwhile similar laws are in the 
works elsewhere. Arkansas’s legislature 
passed an rfra on March 31st. Asa Hutch- 
inson, the governor, says he will sign it. 
ttBoycottArkansas could soon replace 
ttBoycottIndiana as the hashtag dujour. m 
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Lexington | Why the gun lobby is winning 



To prevent gun deaths, politicians oflFer-more guns 




W HEN a young man walked into an elementary school in 
Newtown, Connecticut in December 2012 and murdered 20 
small children and six staff with a Bushmaster rifle from his 
mother’s gun collection, some wondered if a tipping-point had 
been reached. Surely America would now enact laws to keep le- 
thal weapons out of the wrong hands? 

No chance. Bids to curb sales of the most powerful guns and 
largest-capacity magazines failed. Congress even refused to ex- 
pand the number of gun-buyers checked for histories of crime or 
severe mental illness-though 90% of Americans support such 
checks. In March this year federal regulators dropped a bid to ban 
a type of bullet that can pierce body armour, of the sort that po- 
lice often wear, after 285 Republican and seven Democratic mem- 
bers of Congress objected. 

The gun lobby’s winning record has done little to make its 
members less angry. The National Rifle Association (nra), a 
deep-pocketed group with 5m members, accuses Barack 
Obama’s administration of a “relentless assault” on the constitu- 
tional right of citizens to keep and bear arms. Actual evidence of 
federal tyranny is a bit meagre-in part because the nra is so 
good at whipping Washington politicians into line. No matter. A 
current “trending” alert from the nra’s Institute for Legislative 
Action sounds the alarm about a rule tweak for hunters taking 
guns on overseas trips, who-rather than filling out a form at 
home-may now have to wait at the airport while a customs offi- 
cer enters their details into a computer. This, the nra asserts, 
raises alarming questions about hunters’ information being 
stored by the feds, and is part of a “pattern of abuse” suggesting 
that Mr Obama’s final years in office may be the “most challeng- 
ing” in the history of American gun-ownership. 

Meanwhile children keep getting shot at school, sometimes 
by other children. In the first two years after Newtown there were 
at least 95 shootings at American schools and colleges, resulting 
in 45 deaths, according to a tally by Everytown for Gun Safety, a 
gun-control campaign. After Newtown a few states moved to 
curb sales of the deadliest weapons. Since 2012 five states have ex- 
panded background checks on gun buyers, closing loopholes left 
by Congress (a bill proposed on March 26th would make Oregon 
the sixth). But many more states have relaxed firearms laws. 



Gun-advocates do not win all their fights in the states, but 2015 
still looks like a banner year for them. Republicans enjoyed 
sweeping wins at the state level in elections last November, al- 
lowing the party’s representatives to advance cherished goals 
during the short, intense legislative sessions under way in state 
capitals. In lots of places, those goals involve more guns. 

Often, gun-lovers hew to a familiar conservative line: that 
crime is deterred when upstanding citizens pack heat. Elorida is 
debating a “school safety” bill allowing superintendents to 
choose staff or volunteers with police or military backgrounds to 
serve as armed school guards. Iowa is pondering a law that 
would let children younger than 14 use pistols and revolvers 
(with adult supervision, legislators hasten to add). Republicans in 
Arkansas want to allow armed judges in courtrooms. Bills were 
proposed this year in 16 states to overturn gun bans on college 
campuses, and remain under debate in a dozen states. 

Some argue that arming female students will deter rapists. As 
Michele Eiore, a Republican assemblywoman in Nevada, said to 
the New York Times: “If these young, hot little girls on campus 
have a firearm, I wonder how many men will want to assault 
them?” Others retort that arming potential rapists might be less 
helpful. William McRaven, the new chancellor of the University 
of Texas System, declared that concealed handguns would make 
his 210,000 students less safe. As a former navy Seal, Admiral 
McRaven is hard to portray as a hand-wringing squish, and “cam- 
pus carry” may well not pass the Texas legislature. To soothe ac- 
tivists for whom gun rights are a test of conservative purity. Re- 
publican leaders seem likely to embrace the once-arcane issue of 
“open carry”, allowing the roughly 825,000 Texans with con- 
cealed-handgun licences to carry pistols and revolvers visibly 
(Texans already carry rifles without restriction). 

Some would like to go much further. The fieriest arguments of 
2015 involve “constitutional carry”-the claim that the constitu- 
tion’s second amendment is the only permit Americans need, al- 
lowing citizens to carry a concealed or visible gun without any li- 
cence, checks or training. Such laws already exist in Alaska, 
Arizona, Arkansas, Vermont and Wyoming. Legislators in Kansas 
just approved a version. So did lawmakers in West Virginia and 
Montana. The governor of West Virginia, a Democrat in his final 
term, vetoed a bill (though, like several rural states. West Virginia 
allows open carry without a permit). Montana’s governor, a 
Democrat, vetoed a bill too, though his state allows permit-less 
guns outside cities. Maine is weighing a constitutional carry bill. 

Lethal force for all 

The NRA can never declare victory, for then what would be the 
point of it? After each concession, it demands more. Some day, 
perhaps, it will ask for something so outrageous that it sparks a 
backlash. But for now it strikes a chord. Eor the first time in two 
decades a new poll by the Pew Research Centre found more 
Americans supporting gun rights than gun controls. How can this 
be so, when such a huge majority favour background checks? The 
answer is that background checks are tools of the state and trust 
in the state has plunged in the past decade, notably on the right 
where it blends with loathing for Mr Obama. Wayne LaPierre, the 
nra’s charismatic frontman, told a conservative crowd in Eebru- 
ary that when criminals attack, or wives, sisters and daughters 
face assault through “a kicked-down door”, “laws can’t protect 
you. . .You’re on your own.” That is the authentic voice of the gun 
lobby in 2015. Pear smothers rational debate. It is meant to. ■ 
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Venezuela 

Maduro’s muzzle 



CARACAS 

Not content with harassing the press, the regime censors itself 



I N JANUARY Venezuela’s monthly infla- 
tion rate entered double-digit territory. 
Or perhaps not. The claim appeared re- 
cently in a tweet from Henri que Capriles, a 
leader of the opposition. But it is hard to be 
sure, because the Central Bank has not re- 
ported the inflation rate since December. 
As the economy slumps, shortages spread 
and inflation rises (in 2014 it was close to 
70%), the government has taken to releas- 
ing data selectively, if at all. Those for the 
balance of payments, industrial produc- 
tion and GDP have not been published for 
six months or more. The closer Venezuela 
comes to a legislative election that is due to 
be held sometime this year, the less voters 
will learn about the state of their country. 

Venezuela’s left-wing “Bolivarian” re- 
gime, in power since 1999, has long made 
life difficult for independent media. In 
2007 the government, then led by Hugo 
Chavez, announced its intention to con- 
solidate its “media hegemony”. It has de- 
nied licences to independent radio and 
television stations, restricted supplies of 
newsprint, imposed fines on opposition- 
run media and promoted buy-outs of 
newspapers and broadcasters by groups 
with government links. These tactics have 
worked (see table). Independent outlets 
reach few people outside the main cities. 

Now social media, to which many Ven- 
ezuelans have turned for news, are under 
pressure. Seven people were detained last 
year for what they wrote on Twitter; six re- 
main in jail. On March 26th the chief prose- 



cutor, Luisa Ortega Dfaz, said social media 
should be “regulated” to avoid the spread 
of rumours. 

Under Nicolas Maduro, who succeeded 
Chavez as president in 2013, the govern- 
ment is supplementing its relentless propa- 
ganda with self-censorship. The apparent 
goal is to hide from Venezuelans bad news 
that might weaken their already shaky 
faith in the regime. The health ministry, for 
instance, has not published a weekly epi- 
demiological bulletin since early Novem- 
ber, despite concurrent outbreaks of three 
mosquito-borne diseases. Last May Vene- 
zuela saw its first cases of chikungunya, a 
disease originating in Africa, which causes 
very high fevers and severe joint pains. It 
took the authorities five months to declare 
chikungunya a notifiable disease. The 
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most recent bulletin still fails to include it. 

In November Hector Rodriguez, the 
vice-president for social development, 
gave the total number of cases as 26,451 
and said the “growth curve” was “descend- 
ing”. Independent public-health special- 
ists doubt the figure. They point to a huge 
rise in cases of “fever”, peaking in October 
at more than 200,000 a week, seven times 
the normal number. 

At the height of the chikungunya out- 
break, doctors in Aragua state, west of Ca- 
racas, called for a health emergency to be 
declared after eight patients with rashes 
and haemorrhaging died in a regional hos- 
pital. Denying any common cause, the gov- 
ernment accused the chairman of the local 
medical association, Angel Sarmiento, of a 
“terrorist campaign” and ordered his ar- 
rest. Mr Sarmiento fled the country. Ac- 
cording to Rafael Orihuela, a former health 
minister, the deaths were caused by “a se- 
vere form of chikungunya”. 

Self-censorship is not confined to the 
health authorities. The National Statistical 
Institute (ine) has not published poverty 
data for 2014. No one has provided produc- 
tion figures for pdvsa, the state oil corpora- 
tion, for the past three months. When offi- 
cials explain their silence, which is not 
often, they talk of a need to avoid “political 
manipulation” of statistics. 

Last year Public Space, a human-rights 
organisation, filed 21 requests for informa- 
tion to various government agencies. Just 
one, to the budget office, received a reply. 
Along with other ngos. Public Space 
asked the supreme court, which answers 
to the regime, to compel the health minis- 
try to respond. In August the court’s ad- 
ministrative branch ruled against them. It 
said requests for information on issues 
such as the availability of medicines or the 
workings of the health service “threaten 
the efficacy and efficiency [ofl the public 
administration”, by obliging bureaucrats ►► 
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► to devote time and resources to them. The 
judges acknowledged that Article 51 of the 
constitution gives individuals a right to re- 
quest information and obliges officials to 
provide it, but proceeded to ignore that. 

This week lapatilla.com, a news web- 
site, quoted “technical specialists” from 
the Central Bank, the finance ministry and 
the iNE as accusing these agencies of en- 
gaging in “concerted action... to destroy 
the national statistical system” to disguise 
the severity of Venezuela’s economic and 
social crisis. Tamara Herrera, an economist 
who last June co-signed an open letter urg- 
ing all three agencies to publish data accu- 
rately and on time, says they try to conceal 
all negative information and “use any 
achievement as propaganda”. Like every 
authoritarian ruler, Mr Maduro knows that 
information is power. He hopes that si- 
lence will help him keep it. ■ 



Bullfighting 

Matadors on the 
march 

BOGOTA 

A controversial “art” is not dead yet 

D espite crumbling brickwork and graf- 
fiti-daubed walls, the bullring in Bo- 
gota still has an air of grandeur. The Plaza 
de Toros de Santamaria’s last bullfighting 
season was three years ago, not long before 
the mayor, Gustavo Petro, revoked a con- 
tract with its private operators. Since then 
aficionados have trekked to the hastily 
erected Plaza de Marruecos, in a field out- 
side the city. These trips may soon end. In 
Eebruary Colombia’s constitutional court 
reaffirmed its earlier ruling that bullfight- 
ing was an “artistic expression” and should 
be “reinstated immediately” in Bogota. 
Pans of bullfighting in Latin America, 



Spain and Portugal have had little to cheer 
about lately. In 2006 Television Espahola 
(tve), Spain’s state broadcaster, stopped 
covering some of the biggest festivals, cit- 
ing costs and a fear that children might 
watch fights held early in the evening. Pour 
years later, Catalonia’s regional parlia- 
ment banned bullfighting. A referendum 
in Ecuador in 2011 led to a ban on killing 
bulls in Quito, the capital. In 2012 Panama 
banned bullfighting; the Mexican state of 
Sonora followed suit in 2013. In Colombia 
last year eight novilleros (trainee matadors) 
staged a hunger strike outside Bogota’s 
bullring, under a banner that read: “We 
don’t want food. We’re hungry for bull!” 

Even where it is legal, audiences are 
smaller and fights fewer. In recession-hit 
Spain the number of bullfights fell from 
2,204 in 2007 to 956 in 2014. Breeders are 
now as likely to send bulls to the slaughter- 
house as to the bullring. In Mexico the 
number of bullfights has fallen by half in a 
decade, and the share of people who say 
they have been to one fell from 28% in 2007 
to 19% in 2011. 

Although gravely wounded, the sport 
has begun to fight back. In 2014 the number 
of spectators in Spain grew slightly. Tou- 
rism is one reason: 20,000 foreigners 
flocked to Pamplona last July to witness 
the “running of the bulls”, which invites 
spectators to outrun the beasts as they 
rampage through slippery cobbled streets. 
TVE resumed live coverage in 2012. 

A year later 590,000 people signed a 
pro-bullfighting petition. This prompted 
Spain’s government to push through a law 
recognising it as part of the country’s cul- 
tural heritage, which in theory overturns 
Catalonia’s ban. Mexican campaigners 
have helped to stall a 2012 proposal to ban 
bullfighting nationally. In Peru devotees 
are mobilising to defend the sport against a 
bill in Congress to ban it. The department 
of Puno alone, in the highlands around 
Lake Titicaca, stages 100 corridas a year. 

Polls in Europe and Latin America 



show that more people oppose bullfight- 
ing than support it. But not all foes want a 
ban. In 2010 El Pais, a Spanish newspaper, 
found that, although 60% of Spaniards 
were against bullfighting, 57% opposed a 
national ban. Anti-bullfighting groups 
have been more successful with local 
bans. In Ecuador, whether killing bulls is 
legal in a town depends on which way it 
voted in the referendum. Some towns 
have embraced alternatives. The “running 
of the balls” in Mataelpino, a village in cen- 
tral Spain, requires those who take part to 
outrun polystyrene balls three metres (ten 
feet) in diameter and weighing 125kg (275 
pounds) as they rumble through the calles. 

Animal-rights groups remain hopeful. 
Bogota’s bullring is about to be refur- 
bished; that gives activists time to appeal 
to Congress in an attempt to force a referen- 
dum. A UN committee recently castigated 
Colombia and Portugal for not keeping 
children away from such gory spectacles- 
and out of training, which can start when 
“calf-fighters” are as young as nine. 

Bullfighting “has only a decade left,” 
says Marta Esteban of La Tortura No Es Cul- 
tura (Torture Isn’t Culture), a Spanish cam- 
paign group. “I don’t think new genera- 
tions will let it continue”. Perhaps, but 
today’s fans are full of fight. ■ 



Peru's government 

A jarring defeat 



LIMA 

The loneliness of Ollanta Humala 

T O LOSE one prime minister might be 
considered a misfortune, but to lose six 
in less than four years in office, as Peru’s 
president, Ollanta Humala, has done, must 
be seen as carelessness. The loss of the 
sixth. Ana Jara, who was censured by Con- 
gress on March 30th by 72 to 42 votes, was 
by far the most painful. 

Mr Humala’s previous prime ministers 
resigned or were sacked. Ms Jara was the 
first to be censured by Congress since 1963. 
She was held responsible for a scandal in 
which the national intelligence agency 
was alleged to have spied on political op- 
ponents and gathered information on 
properties owned by more than a hundred 
prominent Peruvians. 

Ms Jara was in many ways victim rather 
than perpetrator. In eight months in the j oh 
she showed deftness. While the spies for- 
mally report to her, it is no secret that Mr 
Humala, a former army officer, staffed the 
agency with friends from the army. 

It is a Prench-style quirk of Peru’s consti- 
tution that the directly elected president 
appoints a prime minister who is account- ►► 
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► able to Congress. The system works 
smoothly when the government has a 
clear programme and a legislative major- 
ity But Mr Humala is prone to zigzags. His 
hold over Congress was never more than 
tenuous; now it is gone. 

Ms Jara’s departure could precipitate a 
minor constitutional crisis. If Mr Humala’s 
nominee to replace her is rejected, he can 
dissolve Congress, causing a legislative 
election. But with presidential and con- 
gressional elections due in April 2016, that 
would subject Peru to unnecessary up- 
heaval. Mr Humala would be wise to ap- 
point a conciliatory figure as prime minis- 



ter. And having made its point, the 
opposition would do well not to push it. 

Ms Jara’s censure underlines Mr Hu- 
mala’s isolation. Accustomed to top-down 
command in the army, he admits that he 
has found the presidency “a challenge”. He 
has overseen rising crime and an economy 
that is slowing after a dozen years of rapid 
growth. More encouragingly, investment 
in infrastructure has risen and some of his 
social policies have been enlightened. Mr 
Humala’s approval rating of 25% is respect- 
able in a country where few politicians are 
loved. He says his priority for the rest of his 
term is social inclusion. 
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Even assuming that Congress approves 
Ms Jara’s replacement, the risk for Peru is 
that political drift will cause investment to 
tail off until after the election. Already sev- 
eral big mining projects are on hold-in 
some cases because of falling world prices, 
in others because of the government’s fail- 
ure to resolve social conflicts. 

Much depends on who is elected to re- 
place Mr Humala, who cannot run again 
next year. Polls make Keiko Fujimori, the 
daughter of Peru’s disgraced autocrat of 
the 1990s, the early front-runner. She has 
sharper political instincts than the presi- 
dent, but much still to prove. ■ 



Bello 






The neglected art of biography 



Jorge Castaneda makes the case for the individual in history 



AUTOBIOGRAPHY is “almost un- 
/xknown” in Mexico, writes Jorge Cas- 
taneda, in his recently published contri- 
bution to the genre, “Amarres Perros” (the 
title is an untranslatable play on the name 
of a film that could be rendered as “Shag- 
gy Entanglements”). The same goes for 
biography and for Latin America as a 
whole. In other regions, as Mr Castaneda 
writes, a life that is important, interesting 
or illuminating of a historical period is 
held to be worth telling. He reckons that 
his own life fits the bill sufficiently to war- 
rant “a small break with the Mexican tra- 
dition of keeping quiet about everything 
or paying others to talk.” 

In that he is correct. For Mr Castaneda 
is a rara avis, a cosmopolitan Mexican 
who spends part of each year teaching at 
New York University, an intellectual who 
entered politics, and a protagonist in sev- 
eral of the most important political de- 
bates in contemporary Latin America. 
Possessed of a sharp mind and tongue, 
rare intellectual honesty and an ego as big 
as the pyramids of Teotihuacan, he di- 
vides opinion. But on the big questions of 
the day he has generally been right. That 
alone makes “Amarres Perros” worth 
reading, even if its length (622 pages) may 
deter non-Mexicans. 

The child of a Mexican diplomat who 
was foreign minister in 1979-82 and a Pol- 
ish-Jewish mother who earned a doctor- 
ate in biochemistry at the age of 24, Mr 
Castaneda has a horror of Latin American 
nationalism and provincialism. He 
earned a pho in political economy at the 
Sorbonne. There he fell under the spell of 
Louis Althusser, who attempted to make 
Marxism more scientifically rigorous. But 
what he ultimately learned from France 
was a Cartesian insistence on following 
his beliefs to their logical conclusions, 
wherever they led. 




Characteristically, Mr Castaneda ended 
a brief stint in the Mexican Communist 
Party when it refused to change its rules to 
allow him, a neophyte, to join its central 
committee. There followed a formative 
period as an unofficial envoy of his father 
to the left-wing guerrillas in Central Ameri- 
ca and their Cuban sponsors. 

By the time the Berlin Wall fell, Mr Cas- 
taneda had already realised that the era of 
armed struggle and revolution was over in 
Latin America. The left should embrace de- 
mocracy, human rights, the market econ- 
omy and social reform-and stop its obei- 
sance to Cuba. As for Mexico, creating a 
modern democracy and economy meant 
ending the authoritarian nationalist rule 
of the Institutional Revolutionary Party. He 
helped do this by working with Vicente 
Fox, a nominally conservative business- 
man who was elected president in 2000. 

As Mr Fox’s foreign minister, Mr Casta- 
neda could at last apply his convictions. 
His belief that Mexico’s interests lay in eco- 
nomic integration with the United States 
and in seeking immigration reform in el 
Norte led him to back the American inva- 
sion of Afghanistan (but not that of Iraq). 



He argued that Mexico could not pro- 
claim its support for human rights at 
home and condone their violation in 
Cuba. That led to a spectacular bust-up 
with Fidel Castro. Of the Cubans, Mr Cas- 
taneda writes that “they fight with you 
even if you don’t fight with them”-some- 
thing Barack Obama may discover as he 
seeks to normalise ties with Cuba. 

Mr Castaneda spent three years trying 
to become a presidential candidate in 
2006. He failed: he had offended too 
many, and was too exotic to win the votes 
of the Mexican masses. Still only 61, he 
now claims to be content to wield influ- 
ence rather than power, though that 
doesn’t quite ring true to form. 

“Amarres Perros” implicitly makes a 
broader case for Latin Americans to give 
biography its due. Mr Castaneda’s life is a 
denial of the Marxist belief that class con- 
flict drives history, which still exerts a 
stultifying influence over the contents of 
the region’s non-fiction bookshelves. 

There are honourable exceptions. In 
Mexico, Enrique Krauze has penned prob- 
ing biographies of his country’s presi- 
dents and of the late Hugo Chavez, Vene- 
zuela’s populist leader. In Chile, Ricardo 
Lagos, a former president, has released 
the first volume of a two-part autobiogra- 
phy. Biography has become a fertile field 
in Brazil over the past two decades: stud- 
ies of Elis Regina, a singer, and of Jorge 
Paulo Lemann, a businessman, and his 
associates currently rank in its bestseller 
charts, while a three-volume life of Getu- 
lio Vargas, the country’s mid-20th-cen- 
tury nation-builder, has featured too. 

Political biography still faces barriers 
in a region with too few readers and un- 
connected national book markets. Its tim- 
id emergence is a hopeful sign. In fledg- 
ling democracies, not least, it is a way of 
holding rulers to account. 
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KOTA BHARU 

A floundering government indulges calls to toughen Islamic law 



Malaysian politics 

Riding a tiger 



S EVERING a thief’s hand is the work of 
seconds, but a campaign to introduce 
strict Islamic punishments in Kelantan, a 
state in northern Malaysia, has ground on 
for 50 years. It could now be reaching a cli- 
max. In March state politicians in Kelan- 
tan’s capital, Kota Bharu, took a big step to- 
wards forcing a vote in the federal 
parliament that they hope will lead to local 
judges being allowed to sentence miscre- 
ants to whipping, amputations and even 
death by stoning. 

It is hard to imagine hudud, corporal 
and capital punishments laid down in tra- 
ditional Islamic law, actually being imple- 
mented in Kelantan. But the renewed dis- 
cussion is harming Malaysia’s reputation 
as a bastion of moderate Islam. It is worry- 
ing Malaysia’s ethnic Chinese and Indians, 
who make up more than one-third of the 
population, not to mention a great many 
ethnic-Malay Muslims. It risks tearing 
apart the country’s opposition coalition. 
And it should concern America, which has 
made Malaysia a key ally. 

Eor decades Malaysia has allowed Is- 
lamic courts to operate in parallel with sec- 
ular ones, handing down rulings on civil 
matters to Muslims. Eederal law limits the 
sentences such courts may deliver to three 
years in jail, a moderate fine or six strokes 
of the cane. But that is not enough for some 
members of the Pan-Malaysian Islamic 
Party (pas), which has run Kelantan since 
1990. At the very least they want fiercer 



lashings-up to 100 strokes for drinkers and 
adulterers. But they are also pushing for 
courts to have the power to order adulter- 
ers to be stoned to death. They want na- 
tional lawmakers to vote on the issue. A 
private-members’ bill may force them to 
do so in May. 

This is an old debate. What distin- 
guishes the latest row is the ambiguous po- 
sition of Malaysia’s ruling party, the United 
Malays National Organisation (umno). It 
has governed the country in coalition since 
independence but nearly lost at the most 




recent general election (the opposition 
won the popular vote but not a maj ority of 
seats, thanks to gerrymandering), umno 
has long opposed hudud, but behind the 
scenes it has lately been encouraging pas, 
even though that party forms part of the 
opposition. Najib Razak, umno’s leader 
and Malaysia’s prime minister, has yet to 
clarify his stance. If a vote goes ahead he 
may tell his mps to decide as they wish. 

The UMNO leadership has reason to ap- 
pear sympathetic to pas’s hudud demands. 

It will exacerbate divisions in the opposi- 
tion coalition, Pakatan Rakyat, a fractious 
alliance that binds pas with two larger and 
more mainstream parties: the People’s Jus- 
tice Party, a liberal, multi-ethnic outfit, and 
the Democratic Action Party, a secular, eth- 
nic-Chinese one. Both complain that pas is 
reneging on an earlier promise to suspend 
its quest for hudud. Meanwhile, the jailing 
in Eebruary of Pakatan’s charismatic 
leader, Anwar Ibrahim, on a sodomy 
charge looks politically motivated. Spin- 
ning out a debate about Islamic punish- 
ments is one way to widen rifts in Pakatan, 
which is struggling without Mr Anwar. 

The second reason is the terrible perfor- 
mance of UMNO’s coalition at the 2013 
election, the result of big defections of eth- 
nic-Chinese and ethnic-Indian voters. It 
has convinced umno to refurbish its for- 
mer identity as a fierce defender of ethnic 
Malays and of Islam, the religion to which 
all Malays are assumed to adhere. The 
party looks ever less inclined to rein in Ma- 
lay supremacists and Islamist firebrands 
incubating on its fringes. Creeping social 
conservatism has brought more frequent 
rows over such shockers as pop concerts 
and dog-petting events. 

Compounding all this is the relentless 
use of the Sedition Act, a vague and nox- 
ious law left over from the British colonial 
era, to harry growing numbers of activists ►► 
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► and opposition leaders. Mr Najib’s suppor- 
ters paint him as a reformer restraining his 
party’s authoritarian impulses. Yet last 
year he reversed a promise to do away 
with the Sedition Act and instead vowed 
to strengthen it with clauses prohibiting 
speech that denigrates Islam and other reli- 
gions. This week five members of a news 
website were arrested for reports on oppo- 
sition to hudud. 

These dark clouds explain why Malay- 
sia’s ethnic-Chinese and Indian citizens- 
and many moderate Muslims-are not re- 
assured that hudud is promoted by its ad- 
vocates only in the conservative north. 
Some clashes caused by Malaysia’s exist- 
ing dual-track legal system are still unre- 
solved, such as who should rule in di- 
vorces and custody battles when only one 
spouse is Muslim. Meanwhile, introducing 
stricter punishments for a particular eth- 
nicity is unlikely to improve Malaysia’s al- 
ready fraught racial politics. 

It remains uncertain whether Parlia- 
ment will vote on the bills that pas has in- 
troduced. The government could decide its 
interests are best served by stringing out 
the public debate. Certainly, the chances of 
PAS gaining the simple parliamentary ma- 
jority needed to implement hudud-not to 
mention the two-thirds majority needed 
to change the constitution, which many ex- 
perts reckon would be necessary-seem 
small. PAS may end up asking Parliament 
to sanction a greatly diluted version of the 
judicial code that it appears to want. 

The longest-lasting consequence of the 
controversy may be to encourage a redraw- 
ing of the two coalitions which will do bat- 
tle at the next general election, pas is itself 
torn by squabbling between liberal and 
conservative factions over the direction 
the party should take. Some speculate that 
the hardliners hope the latest push for hu- 
dud will cut short the bickering by encour- 
aging pas’s coalition partners to kick it out 
of Pakatan. On March 24th the Democratic 
Action Party warned that it was no longer 
willing to work with the pas leader, Hadi 
Awang. Tensions within pas will come to a 
head in a party leadership election in June. 
Analysts warn that without a compromise 
the party could split. 

Some observers maintain that a split 
might be a big step towards reinvigorating 
Malaysia’s opposition. Shorn of their more 
extreme colleagues, pas moderates could 
recommit themselves to a coalition that 
could survive even without Mr Anwar. But 
hiving off a rump of disaffected Islamist 
politicians could also bring umno closer 
to forming a majoritarian government 
comprised of ethnic Malays. It could then 
rule with a deaf ear to the interests of the 
country’s minorities. That would be a vic- 
tory so far as umno strategists are con- 
cerned. But many Malaysians, moderate 
Malay Muslims among them, would find it 
a harsh punishment indeed. ■ 



Ethnic minorities in Vietnam 

Out of sight 



X U XEO GI A ekes out a living in Pho, a re- 
mote village in Vietnam’s northern 
mountains. Mr Gia comes from the Hmong 
ethnic minority. He is grateful for the edu- 
cation and health-care subsidies that his 
family receives from the government. But 
he struggles on marginal land to raise live- 
stock and grow rice. The odd $25 he earns 
from selling a pig is just enough to clothe 
his children and keep creditors at bay. “Life 
is getting better,” he says, “but not fast 
enough.” 

The same is true for many people from 
Vietnam’s 53 ethnic minorities. They bare- 
ly scrape by even as, in the cities, over two 
decades of economic growth has forged a 
car-buying middle class. Ethnic groups 
make up around 12m of Vietnam’s popula- 
tion of 90m, but account for over two-fifths 
of the poor. They live mainly in the coun- 
tryside, and sometimes high up in the 
mountains. They have higher illiteracy and 
school drop-out rates than the ethnic Kinh 
maj ority which tends to treat minorities as 
an underclass. One study found that work- 
ers from ethnic minorities were paid up to 
a quarter less for the same work than their 
Kinh colleagues. 

Conscious of widening disparity be- 
tween Kinh and the rest of the population, 
the government has for years attempted to 
build roads, schools and hospitals in hin- 
terlands where some of Vietnam’s poorest 
ethnic groups live. Agricultural consulting 
and other forms of development assis- 



tance are pouring in. Le Quang Binh of 
iSEE, a human-rights group in Hanoi, says 
that, although government policies to- 
wards ethnic minorities have been patron- 
ising, the National Assembly, Vietnam’s 
parliament, is drafting a raft of civil-rights 
laws that in theory could greatly improve 
their lot. 

Many existing programmes for ethnic 
groups are certainly clunky. In Pho Mr Gia 
gets free fertiliser, but what he really wants 
is more pesticides to fight crop infestations. 
Elsewhere, piglets and rice seeds are distri- 
buted to mountaintop farms, yet the 
breeds and varieties are best-adapted to 
the hotter lowlands. School textbooks are 
mainly published in Vietnamese rather 
than in local languages. The disconnect 
seems rooted in a general aloofness-even 
racism-among the Kinh towards minor- 
ities. Vietnam’s state-controlled press is rife 
with ethnic stereotyping. 

Just as worrying, Vietnam’s ethnic 
groups have ceded countless acres to Kinh 
settlers and developers, often with inade- 
quate compensation. Land grabs are espe- 
cially common in the north-west and cen- 
tral highlands, where state-affiliated firms 
often demand property concessions for 
mines, plantations and hydropower dams. 
Ethnic minorities there complain of beat- 
ings, arrests and harassment for affiliations 
with informal churches or underground 
political groups. 

Among the most persecuted are the ►► 
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► Montagnards, a largely Christian minority 
in Vietnam’s central highlands whose 
members have openly protested against 
land grabs and religious discrimination. 
Like the Hmong, the Montagnards may be 
targeted for repression in part because 
many of their parents and grandparents 
fought alongside American and South 
Vietnamese troops in the Vietnam war. 

Any perceived minority challenges to 
Kinh hegemony are a “non-starter” for the 
government, says Stale Torstein Risa, a for- 
mer Norwegian ambassador to Vietnam. 
The Communist Party of Vietnam consid- 
ers ethnic minorities its top national-secu- 
rity priority, he argues, more important 
even than territorial sovereignty in the 
South China Sea, where Vietnam worries 
about Chinese encroachment. Another 
diplomat says the party practises “system- 
atic discrimination and exclusion” against 
any ethnic minorities that appear to threat- 
en its authority. 

Perhaps, says Phil Robertson of Human 
Rights Watch, the government keeps eth- 



Elections In Central Asia 

No choice 



E ver since communist bosses morphed 
into democrats after the fall of the Sovi- 
et Union in 1991, they have polished a ve- 
neer of democracy. It means staging elec- 
tions from time to time. It does not mean 
that votes are fair or that power changes 
hands. 

Two presidential elections in Central 
Asia this spring guarantee new five-year 
terms for two Soviet-era strongmen. Both 
Islam Karimov of Uzbekistan and Nursul- 
tan Nazarbayev of Kazakhstan were first 
appointed to head their Soviet republics in 
June 1989. When the Soviet Union disinte- 
grated two years later, they reluctantly de- 
clared independence. Since then, the men 
have built up personality-driven regimes 
not unlike the one in President Vladimir 
Putin’s Russia. Rather than creating institu- 
tions to ensure a smooth political succes- 
sion, they give the impression of wanting 
to rule for ever. They treat elections as care- 
fully managed ceremonies to legitimise 
their reigns. Yet both are now in their 
mid-yos, and their health is the subject of 
persistent rumours. 

Mr Karimov and Mr Nazarbayev ban 
genuine opposition, running against pup- 
pet candidates. They manipulate their 
countries’ constitutions and hardly bother 
to campaign. On March 29th Mr Karimov 
snatched another term in office in Central 



nic minorities out of the public eye lest 
they develop the kind of international pro- 
file-or separatist campaigns-that Tibet- 
ans and Uighurs from China have man- 
aged to carve out. The possibility is hard to 
prove, although it is true that the Vietnam- 
ese authorities prevent foreign charities 
and embassies from working in the more 
restless corners of the north-west and cen- 
tral highlands. 

Still, the chief concern of most minor- 
ities is not to start revolution but to make 
ends meet. And they are struggling. Grind- 
ing poverty is painfully obvious in villages 
in the central highlands. At Diom B, where 
many are from the K’ho minority, Ma Du- 
ong, a farmer, says that life has been hard 
ever since Kinh settlers colonised her fam- 
ily’s land four decades ago. Now, rather 
than grow her own rice, she buys it out of 
the daily wage of $6 that she earns working 
on Kinh-owned plantations. Her family’s 
one-room bungalow has no running wa- 
ter. Local officials advised her to dig a well, 
but all her shovel hit was rock. ■ 



Asia’s most-populous republic with a nail- 
biting 90% of the vote. 

Kazakhstan, the second-most-popu- 
lous-it has 17m citizens, compared with 
30m in Uzbekistan-will stage a similar 
show on April 26th. Mr Nazarbayev is en- 
shrined in Kazakhstan’s constitution as 
“leader of the nation”. He alone is allowed 




Nazarbayev and Karimov swap tips 



by law to stand indefinitely. He was not 
due to face voters until late in 2016. But, as 
he has done for every election since inde- 
pendence, he moved the date forward. The 
fawning state media explained that the 74- 
year-old was responding to spontaneous 
outpourings of affection from fans de- 
manding an early poll. The point of elec- 
tions in Kazakhstan, says Nargis Kassenova 
of KiMEP University in Almaty, is not to 
contest ideas but to “demonstrate over- 
whelming support for the leader”. The au- 
thorities claim that the early election will 
ensure stability and grant Mr Nazarbayev a 
mandate to attend to Kazakhstan’s econ- 
omy, which has been hit by falling oil 
prices as well as Russia’s economic woes. 

Kazakhstan’s president does not play 
fair. His courts lock up opposition figures 
on spurious charges. Hostile media outlets 
are shut down. And there is no proper op- 
position-indeed, one of the candidates 
running against Mr Nazarbayev in 2011 ad- 
mitted that he had voted for him. Yet Mr 
Nazarbayev is genuinely popular, and de- 
spite Kazakhstan’s problems, he has over- 
seen an economy that is a model of pros- 
perity compared with the basket cases 
elsewhere in Central Asia. 

Mr Nazarbayev once called his rule an 
“enlightened dictatorship”. The state 
spends fortunes on flattering his and his 
country’s image abroad; Western states- 
men, none more eager than Tony Blair, a 
former British prime minister, also play 
their p art. N ext door in U zb ekistan Mr Kari- 
mov is less concerned about his image, 
overseeing a paranoid police state. His 
goons force critics into psychiatric hospi- 
tals. Human Rights Watch, an ngo, says 
that dozens are in Uzbek jails on “political- 
ly motivated charges”. Thousands of pi- 
ous, peaceful Muslims are also locked up. 

Yet the West is usually silent about Uz- 
bekistan’s abuses, seeing Mr Karimov as a 
useful buttress against Islamist terror on 
Afghanistan’s northern border. Ten years 
ago, in Andijan in the east of the country, 
Mr Karimov’s troops opened fire on peace- 
ful protesters, killing hundreds. Even so, in 
January the administration of Barack 
Obama said it would send him more than 
300 armoured vehicles. 

The biggest question in the run-up to 
Uzbekistan’s vote was Mr Karimov’s 
health, long thought poor. In Eebruary the 
77-y^ar-old disappeared for three weeks, 
missing the ruling-party congress at which 
he was officially nominated. “Islam Kari- 
mov’s only competitor is his age,” says Da- 
niil Kislov, an exile at Eergana News, a Cen- 
tral Asian news agency based in Russia. 

Eor years both leaders were assumed to 
be grooming fabulously wealthy children 
to take over one day. Mr Karimov’s older 
daughter, Gulnara Karimova, who is now 
42, has been ambassador to the un, a flam- 
boyant pop-star wannabe and a rapacious 
collector of business interests (she is being ►► 
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► investigated in Europe for over $i billion in 
alleged kickbacks from Western telecoms 
firms). In late 2013 Ms Karimova appeared 
to have fallen out with the head of Uzbeki- 
stan’s secret police. Then she disappeared. 
In a recording that she smuggled out last 
August, she said she was being held under 
house arrest in Tashkent, the capital. What 
her father thinks or knows is unclear. 

Mr Nazarbayev’s family has had its dra- 
mas, too. Rakhat Aliyev was a spook 
turned ruthless businessman who was 
married to the president’s daughter, Dariga 



Japan's working poor 

Struggling 



T he residents of Kotobuki live not far 
from the glitzy shops and upscale res- 
taurants of Yokohama, Japan’s second-big- 
gest city, adjoining Tokyo, the capital. Yet 
Kotobuki is an altogether different world: a 
squalid district, it is a pit stop for local Japa- 
nese on their way to destitution. Men liv- 
ing here in cheap hostels have lost] obs and 
families. Some survive on casual day 
work, but many have no work at all. A 250- 
bed shelter dominates the centre of Koto- 
buki, part of a public network of around 40 
built in the past decade. Though these have 
helped to take 18,000 people off Japan’s 
streets, it has been harder to check the 
creeping poverty that put many of them 
there in the first place. 

Last year, the Japanese government re- 
corded relative poverty rates of 16%-de- 
fined as the share of the population living 
on less than half the national median in- 
come. That is the highest on record. Pover- 
ty levels have been growing at a rate of 1.3% 
a year since the mid-1980s. On the same de- 
finition, a study by the OECD in 20U ranked 
Japan sixth from the bottom among its 34 
mostly rich members. Bookshops adver- 
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Nazarbayeva, before an almighty falling- 
out with the ruling family. In Eebruary he 
was found dead in his prison cell in Aus- 
tria, where he was part of a murder investi- 
gation. His death could clear the way for 
Ms Nazarbayeva, who is head of her fa- 
ther’s party in parliament, to pitch either 
herself or her 30-year-old son, the deputy 
mayor of the capital, Astana, into the top 
spot. But no one knows for sure. Cliffhang- 
ers are great in soap operas, but lousy in the 
last reel of the lives of Central Asia’s two 
oldest dictators. ■ 



tise a slew of bestsellers on how to survive 
on an annual income of under ¥2m 
($16,700), a poverty line below which mil- 
lions of Japanese now live. 

The country has long prided itself on 
ensuring that none of its citizens falls be- 
tween the social cracks. Japan’s orderly, 
slum-free neighbourhoods seem to con- 
firm that. Street crime, even in Kotobuki, is 



minuscule. Unemployment is below 4%, 
and jobs are being generated as the prime 
minister, Shinzo Abe, attempts to boost the 
economy through monetary easing. Yet the 
poor quality of new jobs is compounding 
the problem of the working poor, says 
Kaori Katada, a sociologist at Hosei Univer- 
sity in Tokyo. Since Mr Abe took office in 
late 2012, the number of irregular work- 
ers-often earning less than half the pay of 
their full-time counterparts with perma- 
nent employment contracts-has jumped 
by overi.5m. Casual and part-time employ- 
ees number nearly 20m, almost 40% of the 
Japanese workforce. 

The effects of this shift to irregular work 
have not always been visible. One reason 
is parents’ benevolence. Millions of young 
workers remain living at home, rent-free. 
But once the older generation that drove Ja- 
pan’s post-war boom goes, underlying 
poverty will become more evident, says 
Ms Katada. 

Mr Abe has been pushing Japan’s cash- 
rich corporations into hiring more people 
and paying better wages, with some suc- 
cess. In the past few weeks some of the big- 
gest companies have announced pay hikes 
for elite salaried workers. But people on 
the margins are losing out even as Japan’s 
economy recovers. Welfare applications 
bottomed out at 882,000 in 1995 but have 
been rising steadily since. Last year they 
topped 2m for the first time. 

Under pressure to limit Japan’s huge 
public debt, which stands at almost two- 
and-a half times gdp, the government cut 
benefits last summer. Tom Gill, an anthro- 
pologist and author of “Yokohama Street 
Life: The Precarious Career of a Japanese 
Day Labourer”, says that has pushed more 
people into official poverty. Yokohama is 
one of many local governments in the red. 
The men who now crowd its homeless 
shelter once earned a living on building 
sites or car production lines, paying nation- 
al and local taxes. Today, construction at 
least has picked up again. But it is a much 
smaller industry than before, and wages 
are lower. Some men have found work. But 
most in Kotobuki remain a burden. ■ 




Pit stop 



YOKOHAMA 

Poverty worsens as more Japanese work on non-permanent contracts 



Asia 39 



The Economist April 4th 2015 

Banyan | The power and the hoary 



Singapore shows how to deal with an opinionated patriarch 




I N FRONT of an audience including an array of serving and re- 
tired world leaders, Lee Hsien Loong, Singapore’s prime minis- 
ter, delivered a eulogy on March 29th at the funeral of his father, 
Lee Kuan Yew, prime minister from 1959 to 1990. The outpouring 
of praise and grief told the younger Mr Lee yet again what big 
shoes he is filling. Cabinet meetings from 2004 to 2011 would 
have given a similar reminder. His father sat as “minister men- 
tor”, and his immediate predecessor, Goh Chok Tong, as “senior 
minister”. Lee Kuan Yew was not there for fun. His son recalled 
his promise-or, to his successors’ ears, threat-to intervene if he 
felt his legacy was in danger: “Even if you are going to lower me 
into the grave and I feel something is going wrong, I will get up.” 
Other national leaders have similarly treated their retirements 
as partial or even provisional. China’s Deng Xiaoping is perhaps 
the most striking example. What is unusual about Singapore is 
that it was formalised. Lee Hsien Loong said other countries’ 
prime ministers had told him they could not imagine governing 
with two predecessors in the cabinet. But, he said, it worked-as 
indeed it seemed to. And that may offer lessons for other Asian 
countries where elder statesmen have been awkward to handle. 

One is that, since political power and influence often accrue to 
individuals rather than their office, it may be better to try to insti- 
tutionalise elder statesmanship, giving former leaders an official 
role, rather than leaving them to snipe from the outside. In power, 
leaders build up networks of loyalists that do not disappear the 
moment they stand down. And in many Asian countries, age it- 
self commands respect-among the general population as well as 
among politicians-for the wisdom it allegedly brings. It can be 
very hard for serving leaders to flout the wishes of their elders. 
Better to formalise and circumscribe their role. 

In his eulogy, Lee Hsien Loong made clear that his father’s con- 
tinued presence in the cabinet was not friction-free. Ministers 
would sometimes urge Lee Kuan Yew to “soften” the tone of his 
speeches, to make them “less unyielding to human frailties”. Yet 
the arrangement avoided the mismatch between power and of- 
fice that has proved problematic in China. On paper, the most 
powerful leader in the history of the Chinese Communist Party 
was neither Mao Zedong nor Deng, but Hua Guofeng, Mao’s im- 
mediate successor. He was, for a while, chairman of the party. 



prime minister and, as chairman of the party’s military commis- 
sion, in effect commander-in-chief of the army. No other Chinese 
leader has combined all these roles. Yet in retrospect Hua, who 
died in 2008, was a transitional figure between two far more 
powerful leaders, Mao and Deng. 

Although he was long China’s most important political leader, 
Deng himself never ran either the party or the government. In 
1989, as students were massed in Tiananmen Square, Zhao Zi- 
yang, the party chairman, told the visiting Soviet leader, Mikhail 
Gorbachev, that the party had decided Deng was still the arbiter 
on most important questions. China’s people and the outside 
world had not been informed of this. But that Deng held ultimate 
sway had been assumed anyway. Resigning from his final official 
leadership post in 1990 did not change anything. When Zhao was 
sacked because of the protests, Jiang Zemin, who succeeded him, 
had to struggle against the perception that he was an ornamental 
“flowerpot” in a party whose real decision-makers were Deng 
and other octogenarian “immortals”. Yet after he was succeeded 
by Hu Jintao, Mr Jiang too came to be seen as a force behind the 
scenes. In consolidating his own power, partly through a concert- 
ed drive against corruption, Xi Jinping, China’s current leader, has 
taken aim at loyalists of both his predecessors. 

It is not just in China that former leaders can prove to be a nui- 
sance to their successors. In Malaysia Mahathir Mohamad, prime 
minister from 1981 to 2003, has made trouble for both his two suc- 
cessors, despite having played a big part in picking them. He 
turned against Abdullah Badawi after a poor electoral showing 
in 2008 and against the incumbent, Najib Razak, after an even 
worse one in 2013. Commanding the respect and loyalty of many 
on the right wing of their party, the United Malays National 
Organisation, Dr Mahathir is still a serious threat to Mr Najib. 

In neighbouring Thailand, Bhumibol Adulyadej, the much-re- 
vered 87-year-old king, also has some of the qualities of an elder 
statesman, being seen as above the day-to-day political fray yet 
an important source of advice and legitimacy. For that reason the 
prospect of his death seizes the Thai elite with something ap- 
proaching panic. Having exploited the king so that he plays a big- 
ger and more decisive role than the mainly symbolic one envis- 
aged when absolute monarchy ended in 1932, Thailand’s rulers 
naturally fear instability when he dies. 

Going quietly 

On his death Lee Kuan Yew was widely (and misleadingly) de- 
scribed as almost the sole architect of Singapore’s success. Yet he 
had ensured that his own going caused no disruption. Nor did his 
long withdrawal from political leadership. And that, for his gener- 
ation, was one of his most remarkable contributions: quitting of- 
fice voluntarily in the first place. 

In Timor-Leste, Xanana Gusmao has just copied him, standing 
down as prime minister while staying in the cabinet. But it was 
not common among 1960s independence leaders or Asian auto- 
crats. In China it took death to end Mao’s long and often violent 
reign, in 1976. Of the five leaders of the founding members of the 
Association of South-East Asian Nations in 1967, all but Lee Kuan 
Yew departed amid chaos on the streets. Nowadays orderly lead- 
ership transitions are more common, even in China. Singapore 
has managed two, thanks partly to Lee Kuan Yew’s role in picking 
and grooming his successors. As for the succession to the next 
generation, that, oddly for such a far-sighted leader, is a problem 
he has left for his son to solve. ■ 
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Poverty in China 

Just a little bit richer 



TIANZHEN COUNTY, SHANXI 

How much has a flagship official scheme played in China’s impressive record of 
reducing poverty? 



T he villagers of Dingjiayan subsist on 
corn, potatoes, sunflowers and the few 
vegetables they grow They sell the surplus 
and buy meat and a few other necessities 
in the nearby county town of Tianzhen. Its 
mud-and-brick buildings, and its setting 
among dusty hills in the north-eastern cor- 
ner of Shanxi province, offer little to the oc- 
casional visitor to distinguish it from 
countless other parts of China where hard 
work brings but a meagre living. Yet Tianz- 
hen county, of which Dingjiayan is a part, 
is one of just 592 areas that the central gov- 
ernment designates as “impoverished”. 

China’s official threshold for rural pov- 
erty is an annual income of 2,300 yuan 
($370) per person. But the criteria for classi- 
fying a village or county are complex and 
often revised. They include comparisons 
of poverty rates and average incomes with 
those of the province, adjustments for in- 
flation, quotas on the number of villages 
that may count as poor and a ban on in- 
cluding villages that own collective enter- 
prises, whatever their income level. 
Though dozens of places have been listed 
and delisted every few years since the 
1990s, the total has remained curiously 
fixed-at592. 

An “impoverished” designation brings 
substantial subsidies. But Ding Tianyu, 
who has lived in Dingjiayan for all his 73 
years, says he hardly notices. Most house- 
holds earn about 10,000 yuan a year, he 
says, and get a subsidy of 80 yuan for each 



mu (614 square metres) of land they farm. “I 
have five mu,” Mr Ding says. “When there 
is enough rain I am fine, and when I get the 
subsidy I feel just a little bit richer.” 

With bustling shops and a fair number 
of pricey cars on its roads, Tianzhen’s coun- 
ty town does not, by Chinese standards, 
feel impoverished. There is little disclosure 
about how subsidies are used, says a res- 
taurant owner. “We are told a lot of it goes 
into the local credit union and that we can 
apply for loans there, but they only lend to 
people with good connections.” 

Beautiful on the mountains 

In 2012, when the list was last updated, 
Xinshao county in Hunan in south-central 
China was added. Local officials used the 
county’s official website to trumpet this 
“exceptional good tidings” after two years 
of “arduous efforts” and “untold hard- 
ships”. A large roadside board added its 
“ardent congratulations”. After nation- 
wide criticism, the officials accepted that 
their words had been badly chosen. But 
their cheer was understandable: the offi- 
cial designation was worth an extra 560m 
yuan for the county each year from the 
central government. 

The episode caused many to question 
the value of the system and the perverse 
incentives it creates for local governments. 
A commentary last year in the Legal Daily 
claimed that many places were misusing 
the funds and had fudged their figures to 
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qualify as impoverished. Officials from the 
State Council Leading Group Office of Pov- 
erty Alleviation and Development, which 
manages the list, have acknowledged 
widespread abuses. In February it banned 
lavish new buildings and “image projects” 
in officially designated poor areas. 

State television reported on two coun- 
ties, one in Ningxia and one in Hubei, 
where local governments spent 100m 
yuan each on new headquarters. In March, 
during China’s annual full legislative ses- 
sion, the council’s poverty head, Liu 
Yongfu, raised a different question about 
the programme. He told the Southern Me- 
tropolis, a newspaper, that hundreds of 
counties would be taken off the list by 
2020. “If a poor area as big as a county still 
exists, then can Chinese society still be 
called moderately prosperous?” he asked. 

Attainment of a “moderately prosper- 
ous society” is a goal that previous Chinese 
leaders set and that Xi Jinping, the current 
president, has adopted as well. Much pro- 
gress has been made since reforms began 
in earnest in the late 1970s. China claims to 
have lifted 620m people out of poverty 
since then. Others may quibble over that 
number-the World Bank puts it at 500m- 
but few question the premise that China 
deserves immense credit for alleviating so 
much poverty. 

Much still remains, however. A little up- 
hill from Dingjiayan sits a smaller village, 
Dingyuanyao. Its higher elevation means it 
gets less water, and a resident says most of 
its 90 residents will clear just 1,000 yuan a 
year after paying for seeds and fertiliser. 
Some own motorbikes and televisions, 
and they are grateful for the basic health in- 
surance they receive. They laugh in unison 
when asked if they receive subsidies. The 
arrival of electricity 30 years ago was a vast 
improvement, they agree. But little has 
changed in their lives since then. ■ 
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The internet 

Great walls of fire 




BEIJING 

A wave of internet attacks points to an 
attempt to hobble foreign websites 

O N MARCH 26th GitHub, an American- 
based website for programmers, be- 
gan to suffer what it says is its biggest ever 
denial-of-service attack. The means and 
apparent motive were just as noteworthy: 
the Great Firewall, China’s web-filtering in- 
frastructure, was used. The assault seems 
to have been intended to persuade GitHub 
to drop content the Chinese authorities ob- 
ject to, including the Chinese-language edi- 
tion of the New York Times. The attackers’ 
identities will probably never be con- 
firmed. But the rules of online engagement 
with China have taken a nasty turn. 

As its nickname suggests, the Great Fire- 
wall is a defensive barricade against for- 
eign web content which officials see as un- 
desirable. Until now internet users outside 
China have been little affected. That 
changed on March 17th, security analysts 
say, when the firewall began to be used by 
unidentified hackers to hijack traffic and 
redirect it to sites set up by Greatfire.org, an 
activist outfit that helps users in China to 
access content that is normally blocked (in- 
cluding the Chinese-language New York 
Times). The assault on GitHub was similar. 
Both attacks intercepted foreign traffic en- 
tering China that was meant for Baidu, Chi- 
na’s largest search engine, and sent it to the 
targeted American sites. (Baidu has said it 
was not involved and is “determined” to 
prevent a repeat.) 

The immediate aim of such attacks is to 
bring down the targeted website, depriv- 
ing Chinese users of access to copies of 
blocked sites (at least until new ones are set 
up). In the longer term, it may be to discour- 
age foreign internet firms from hosting 
such “mirror” sites. Amazon’s cloud ser- 
vice, for example, hosts the Greatfire.org 
sites that were attacked. On March 27th 
GitHub’s administrators said they be- 
lieved the purpose was to “convince” them 
“to remove a specific class of content”. 

Whoever was behind the attacks, they 
are part of a wider Chinese challenge to 
the existing online order. Since the 1990s, 
when China first connected to the internet, 
its officials have been concerned both 
about America’s influence over it and 
about the difficulty of maintaining control 
of online content. The first systematic fil- 
tering of foreign websites began in 1996, 
after which the Great Firewall was built 
and repeatedly upgraded. For years it has 
blocked access to Facebook, Twitter, You- 
Tube and the sites of some foreign news or- 
ganisations, notably those that have inves- 



tigated the finances of leaders’ families. 
Since Xi Jinping became the Communist 
Party’s general secretary in late 2012 the au- 
thorities have clamped down even more, 
much as they have on voices offline. 

This year officials have stepped up at- 
tempts to disrupt the use of virtual private 
networks (vpns), which can be used to cir- 
cumvent firewalls. They have become 
more assertive about what they regard as 
national sovereignty online, and have 
called on other countries to respect it. 
Breaches of online sovereignty might well 
include a foreign website giving Chinese 
users an alternative route to blocked con- 
tent. In January the Cyberspace Adminis- 
tration of China (cac), the regulator, said 
Greatfire.org was run by “anti-China” for- 

Stolen artefacts 

Relics of plunder 



eign forces. (The site does not disclose who 
or where its founders are.) 

On March 31st Greatfire.org pinned the 
blame for the recent attacks on the cac, 
saying that the Great Firewall could not 
have been used without its approval or 
that of Lu Wei, the minister in charge. But 
attribution is hard to prove. According to 
Nathan Freitas of the Berkman Centre for 
Internet 8? Society at Harvard University, 
there is no smoking gun implicating the 
Chinese government-hut the authorities 
should be asked how they allowed critical 
internet infrastructure to be “compro- 
mised by criminals”. The Economist sought 
comment from cac via its preferred 
means of communication, the fax, but has 
received no reply. ■ 



China seeks to gather up its scattered treasures 



B efore it was removed from display 
earlier this month, a Buddha statue 
formed the centrepiece of an exhibition 
at Budapest’s Natural History Museum. 
Encased in layers of clay, enamel and 
gold paint was a monk, mummi- 
fied 1,000 years ago. The origins 
of this Chinese relic, just one of 
millions scattered across the 
globe, many of them plundered, 
were misty until a village in 
south-east China claimed 
it-and demanded it back. 

On March 6th Lin 
Yongtuan of Yangchun 
chanced on a photo of the 
statue while browsing 
online. He thought it 
looked like the statue 
of Zhanggong Zushi, 
a revered monk, 
stolen from the vil- 
lage temple in 1995. 

After reviewing the 
archives and faded 




photographs, the authorities agreed. 

They have pledged to secure its return. 
This will not be simple. It belongs to a 
private collector who acquired it in 1995 
from another who bought it from a “sin- 
cere Chinese Hong Kong art friend”. 
But where there is a will, there may 
be a way. 

In 2009 Christie’s, an auction 
house, sold two bronze heads despite 
Beijing’s open disapproval. The 
winning $38m bid came from 
an adviser to China’s national 
treasures fund- who refused 
to pay. Eventually the chair- 
man of Kering, which owns 
Christie’s, bought the heads 
and gave them to the Nation- 
al Museum of China. They 
were repatriated in 2013- 
the very year Christie’s 
became the first Western 
auction house licensed 
to operate by itself in 
China. 
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Nigeria's election 

Hail to the voters 



KANO 

The ousting of an incumbent president at the ballot box in Africa’s most populous 
country marks a hopeful step for democracy across the continent 



E cstatic crowds engulfed Kano’s 
streets as it became clear that Muham- 
madu Buhari, a former military strongman 
who ruled Nigeria in the 1980s, had led an 
opposition party to victory in a presiden- 
tial contest for the first time in the country’s 
history. Passengers piled on top of lorries 
waved the national flag as drivers honked 
their horns in northern Nigeria’s biggest 
city. Jubilant drumbeating revellers shout- 
ed the name of the man back in the seat of 
power after an absence of three decades. 

“We will celebrate for seven days,” said 
Aliyu Haruna Aliyu, a farmer, outside the 
Kano headquarters of Mr Buhari’s All Pro- 
gressives Congress. “We have won the 
most free and fair election ever to take 
place in Nigeria. This is a new Nigeria.” 

It is indeed a watershed for Africa’s big- 
gest democracy and most populous coun- 
try, lyom-strong. The defeated president, 
Goodluck Jonathan, graciously conceded 
defeat, acknowledging that the rule of his 
People’s Democratic Party, unbroken since 
the generals gave way to a civilian govern- 
ment in 1999, had ended. 

Mr Buhari, a northern Muslim who led 
a coup in 1983, had fought three previous 
elections in vain. This time he won all the 
northern states but also made inroads in 
the south and centre, easily meeting the 
electoral requirement that the winner 
must get at least a quarter of the votes in 
two-thirds of the 36 states to show support 
across the tribal and sectarian spectrum. 



His party has a lot to prove. It has pro- 
claimed itself a harbinger of change, win- 
ning voters disgusted by the government’s 
dishonesty and failure to end the Boko Ha- 
ram Islamist insurgency in the north-east 
that has cost at least 15,000 lives. 

Despite the brutally repressive regime 
headed by Mr Buhari in the 1980s, people 
are putting enormous faith in him. His 
fierce denunciation of corruption and his 
frugal lifestyle appeal to the poor, who 
make up the majority of Nigerians. Many 
think it will take a former general to root 
out corruption rampant in the upper eche- 
lons of the army and to defeat the jihadists. 
“We will end Boko Haram,” his party’s 
posters promised. 

But Mr Buhari will be hamstrung from 
the start by an economy that relies mas- 
sively on oil for government revenue and 
foreign exchange. The federal coffers have 
emptied as the price of oil has tumbled. Mr 
Buhari says he will make up the difference 
by cutting waste and corruption. Some of 
his party men are genuine reformers. Yet 
others are crooks. 

Moreover, as a Muslim from the north, 
Mr Buhari may find it hard to contain vio- 
lence in the Niger delta. Fighters in that oil- 
producing region laid down their arms in 
2009 and have since grown fat on amnesty 
payments and dodgy security contracts. 
Some of them promised to return to war if 
Mr Buhari’s lot, who are expected to do 
away with the expensive peace pact, won. 
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Mr Jonathan, a Christian from the delta, 
had banked on landslide wins in that re- 
gion. He notched up a hefty vote there, but 
people failed to turn out for him in the 
same dedicated masses as Mr Buhari’s fans 
in the north. In Kano, the second most pop- 
ulous state, almost 2m people queued for 
hours in the baking sun to cast their votes 
for him, whereas Mr Jonathan’s tally was 
paltry. Mr Buhari also won Lagos, Nigeria’s 
burgeoning commercial capital, whose 
GDP exceeds that of many west African 
countries. He swung a lot of voters who 
previously backed Mr Jonathan onto his 
side in the south-west and in the so-called 
middle belt, defying the conventional wis- 
dom that Nigerians vote almost entirely 
along ethnic and religious lines. 

The poll was still marred by technical 
glitches. Boko Haram terror and concerns 
that the electoral commission might suc- 
cumb to political interference in collating 
the figures. But Attahiru Jega, the commis- 
sion’s indefatigable head, has received 
well-deserved plaudits for maintaining his 
independence in overseeing the process. 
He withstood government pressure to ban 
new permanent voter cards and biometric 
scanners which, despite teething pro- 
blems, made box-stuffing harder. “Ana- 
logue rigging met digital countermea- 
sures,” said Tunji Lardner, a civil-society 
campaigner. “Analogue lost.” 

The current government has another 
two months in power. A peaceful han- 
dover at the end of May would send a tell- 
ing signal to leaders elsewhere in Africa, 
some of whom want to breach their consti- 
tutional term limits. Meanwhile Nigerians 
hope that their first-ever ejection of an in- 
cumbent president at the ballot box marks 
the maturing of their democracy. “If things 
are not better with Buhari”, says Aisha 
Musa, a housewife in Kano, “we will get rid 
ofhim in four years’ time”. ■ 
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The Iran nuclear talks 



Not yet the real deal 



There is still work to be done to convince the sceptics 



T alks in Lausanne between Iran and 
six world powers on a ground-breaking 
deal to constrain its nuclear programme, in 
return for the staged lifting of sanctions, 
were continuing past a March 31st deadline 
as The Economist went to press. The cause 
of the overrun was tension between the 
fuzzy declaration of principles that the Ira- 
nians would prefer and the detailed frame- 
work agreement that the Americans need 
to persuade a sceptical Congress, which re- 
turns on April 13th, not to vote for new 
sanctions. 

The Americans want precise numbers 
on how many uranium-enrichment centri- 
fuges Iran can spin, how much uranium it 
can hold and how much plutonium can 
come out of a reactor at Arak. The Iranians 
want to avoid specifics on nuclear limits at 
this stage, while securing firm commit- 
ments on the lifting of sanctions, particu- 
larly those imposed by the un. On sanc- 
tions, the West wants automatic 
“snap-back” if any serious violation by 
Iran is detected, which the Iranians reject. 

All this makes it unlikely that whatever 
comes of these negotiations will be seen as 
historic. If a comprehensive agreement is 
signed by the end of June the interim deal 
will be seen as an important milestone on 
the way. But if the process collapses, this ac- 
cord will have been the high-water mark of 
a brave effort that met with failure. 

The apparent inability to nail down 
critical details and the number of issues 
that remain unresolved mean that the next 
round of the negotiations will be even 
harder. The broad aim is to leave Iran free 
from most sanctions and far enough from 
the ability to make a nuclear weapon that. 



if it were to head in that direction, America 
and its allies would have time to forestall it. 
This would reduce the incentives for other 
regional powers, such as Saudi Arabia and 
Egypt, to move towards the nuclear thresh- 
old themselves. 

The yardstick is Iran’s “breakout capa- 
bility”-the time it would take to produce 
enough weapons-grade uranium for one 
device. Extending it from a couple of 
months-the situation today-to at least a 
year is a sensible, quantifiable goal. Iran 
had previously indicated it would cut its 
number of operating centrifuges to about 
6,500. Not yet agreed is the amount of low- 
enriched uranium Iran will be allowed to 
stockpile-a variable that dictates the num- 
ber of centrifuges it can keep. 

Centrifugal forces 

However, the biggest problems which still 
need to be tackled lie elsewhere. One is the 
ambiguity about what rights the Iranians 
will have to continue nuclear research and 
development. They are working on centri- 
fuges up to 20 times faster than today’s, 
which they want to start deploying when 
the agreement’s first ten years are up. The 
worry is that better centrifuges reduce the 
size of the clandestine enrichment facili- 
ties that Iran would need to build if it were 
intent on escaping the agreement’s stric- 
tures. 

That leads to the issue on which every- 
thing else will eventually hinge. Iran has a 
long history of lying about its nuclear pro- 
gramme. It only declared its two enrich- 
ment facilities, Natanz and Eordow, after 
Western intelligence agencies found out 
about them. A highly intrusive inspection 



and verification regime is thus essential, 
and it would have to continue long after 
other elements of an agreement expire. In- 
spectors from the iaea would have to be 
able to inspect any facility, declared or oth- 
erwise, civil or military, on demand. 

Such powers for the iaea are a lot more 
sweeping than those it has under the safe- 
guard agreements that are part of the Nuc- 
lear Non-Proliferation Treaty. They go be- 
yond those that the so-called “additional 
protocol” gives the iaea, powers that al- 
low it not only to verify that declared nuc- 
lear material is not being squirrelled away 
for military use but also to check for unde- 
clared nuclear material and activities. But 
in Iran’s case an enhanced “additional pro- 
tocol plus” is seen as essential. 

Eor a deal to be done in June, Iran will 
have to consent to such an inspection re- 
gime. It will also have to answer about a 
dozen questions already posed by the 
IAEA about the “possible military dimen- 
sions” of its nuclear programme. Yet on 
March 23rd Yukiya Amano, the agency’s di- 
rector, said that Iran had replied to only 
one of those questions. Parchin, a military 
base which the iaea believes may have 
been used for testing the high-explosive 
fuses that are needed to implode, and thus 
set off, the uranium or plutonium at the 
core of a bomb, remains out of bounds. 
Nor has the iaea been given access to 
Mohsen Eakhrizadeh, the physicist and 
Revolutionary Guard officer alleged to be 
at the heart of the weapons development 
research. The iaea’s Eebruary 19th report 
on Iran stated that it “remains concerned 
about the possible existence... of undis- 
closed nuclear-related activities... includ- 
ing activities related to the development of 
a nuclear payload for a missile.” 

Iran says that it will sign up to stringent 
new inspections only when all the main el- 
ements of the deal are in place. But its lack 
of co-operation with the iaea does not 
bode well. Even if this week produces a 
limited success, it would be well to remem- 
ber the negotiator’s watchword: “Nothing 
is agreed until everything is agreed.” ■ 
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Saudi Arabia and Yemen 

The test for a new monarch 



King Salman goes swiftly to war, but will find it hard to end it 



S AUDI ARABIA’S recently enthroned 
King Salman pulled off a striking dip- 
lomatic coup last month when he gathered 
a ten-country coalition of Sunni states to 
bomb the upstart Shia rebels in Yemen 
known as Houthis. Even Qatar and the Un- 
ited Arab Emirates, rivals in regional poli- 
tics, put aside their differences to confront 
a perceived Iranian proxy. Egypt sent 
planes and ships. Countries as far apart as 
Morocco and Pakistan pledged help, too. 

Saudi Arabia is usually shy about 
speaking loudly and taking part in military 
action. Its uncharacteristic assertiveness 
may be a sign of the influence of the new 
king’s son and defence minister, Muham- 
mad, who is in his 30s. Sunni states no 
doubt want to draw a line against further 
encroachment by Iran, which exerts strong 
influence in Iraq, Syria and Lebanon. But 
Saudi Arabia, which treats the Arabian 
peninsula as its backyard, is particularly 
sensitive about trouble in Yemen. 

Politically nimble as King Salman’s 
team may be, the real test will be the out- 
come of the military action and whether it 
can stabilise his poor, tumultuous south- 
ern neighbour. Saudi Arabia’s oil wealth 
and custodianship of the two holiest sites 
in Islam, Mecca and Medina, give it a cen- 
tral place in the Sunni world. But the king- 
dom also has a reputation as a blunderer. 
Its attempt to unseat Syria’s president, 
Bashar Assad, by supporting rebel groups 
has been stymied by the backing that Iran 
and its Lebanese ally, Hizbullah, gives him. 



Saudi Arabia has long relied on Ameri- 
ca for its own security. Its army has many 
weaknesses. “The military has some excel- 
lent niche capabilities, but it doesn’t yet re- 
flect the country’s massive defence bud- 
get,” says Emile Hokayem of the 
International Institute for Strategic Studies, 
a British-based think-tank. During its latest 
foray into Yemen, in 2009, the Saudi army 
achieved a draw at best against the 
Houthis, then confined to their northern 
stronghold. A leaked American cable 
called Saudi strikes “imprecise”. 

On March 30th an air strike hit a camp 
for displaced people in northern Yemen, 
killing at least 29. A day later, a bomb hit a 
dairy factory near Hodeida, killing 23. The 
Saudis have not admitted to any mistakes. 

Saudi Arabia and its allies have 
bombed airfields, arms dumps and missile 
launchers in the hands of the remnant of 
the Yemeni army loyal to the former presi- 
dent, Ali Abdullah Saleh, who has allied 
himself with the Houthis (see next story). 
Ships are blockading Yemeni ports to stop 
arms deliveries. But the Houthis still ap- 
pear to be advancing. “Bombing from the 
air is unlikely to do much more than inflict 
pinprick damage,” says Kristian Coates Ul- 
richsen of Rice University in Texas. 

A land intervention is a different mat- 
ter. The Houthis are renowned as fearsome 
fighters. And any ground force might also 
have to contend with al-Oaeda and other 
jihadist groups that have expanded amid 
Yemen’s chaos. Who else would offer 



ground forces? Egypt, which has a large 
army, still remembers Yemen as its “Viet- 
nam” from the days it fought there in the 
1960s. Pakistan is reluctant to be drawn 
into a war when it is fighting its own mili- 
tants, the Taliban; it also fears exacerbating 
its own Shia-Sunni troubles. 

Ultimately Yemen will have to be paci- 
fied by a political agreement. King Salman 
seems bent on reinstalling Abd Rabbo 
Mansour Hadi, the internationally backed 
president and, it is said, on excluding the 
Houthis. Saudi imams are said to be under 
orders to denounce them as “enemies of Is- 
lam”. The trouble is that Yemen’s Zaydis 
represent only about 40% of its population, 
so the Houthis will be hard to exclude. Mr 
Hadi, moreover, is discredited among 
many Yemenis, and has fled the country. 
As America has discovered in recent years, 
starting a war is harder than ending it. Sau- 
di Arabia’s enemies would not be sorry to 
see it bogged down: Iranian comments on 
social media already talk of Yemen being 
the “Saudis’ Afghanistan”. ■ 



Yemen 

The old man who 
won’t go away 

The former president, Ali Abdullah 
Saleh, may have overreached at last 

W HEN Ali Abdullah Saleh spoke on 
Yemeni television on March 28th, he 
did not look or sound his usual self Pro- 
posing a peace deal that would stop the 
bombing, by Saudi Arabia and others, of 
the country he led for 33 years, his voice be- 
trayed an unfamiliar tension as he ner- 
vously rubbed his nose and chin. In the old 
days he would have hectored. This time he 
pleaded, begging his Gulf Arab neigh- 
bours, who have been united in wanting to 
peg back Mr Saleh and the Houthi move- 
ment to which he is allied, to back off. At 
the same time he called for elections and 
promised that, if the neighbours stopped 
bombing, neither he nor any member of 
his family would seek power again. 

Many Yemenis wondered aloud if he 
could be taken at his word. After all, he has 
rarely been willing to loosen his grip on a 
country that he has treated as his fief for 
the better part of 30 years, despite his oust- 
ing from the presidency after mass demon- 
strations in 20U. Was this television perfor- 
mance, many speculated, just another of 
his ploys to stay in power, whether as a 
leader or behind the scenes? 

Mr Saleh once described governing Ye- 
men’s mixture of tribes, while containing 
northern and southern insurgencies as 
well as a ferocious branch of al-Oaeda, as 
akin to “dancing on the heads of snakes”. ►► 
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Saleh, still dances with snakes 



► His own slipperiness is legendary. During 
the final decade of his rule he managed, for 
instance, to fight against al-Oaeda but at 
the same time accommodate it. He secured 
American and Saudi help, while tipping 
the wink to the jihadists that they would 
be worse off if he lost power. 

When he reluctantly agreed to step 
down under growing international pres- 
sure in November 2011, he wangled a deal 
that gave him immunity from prosecution 
for crimes committed during his time in of- 
fice. And he kept control of the party that 
had ruled Yemen under his thumb and is 
still the largest bloc in parliament. Aided 
by a personal fortune said to be many bil- 
lions of dollars, he still wields great influ- 
ence. Though in theory retired, he has re- 
lentlessly impeded the transition to a less 
dictatorial type of government. 

But his plans have backfired. He helped 
the rise of the Houthis, who practise a 
Zaydi version of Shia Islam that is largely 
unique to northern Yemen, though his re- 
gime fought a string of bruising wars with 
them between 2004 and 2010. When they 
captured Sana’a, Yemen’s capital, in Sep- 
tember 2014, it became abundantly clear 
that Mr Saleh, who still controls a big 
chunk of the army, had been co-operating 
with the Houthis. The “popular commit- 
tees” that have manned checkpoints in 
Sana’a since the Houthi takeover are made 
up of an equal mix of Houthi fighters and 
Saleh loyalists. Army units loyal to Mr Sa- 
leh have openly fought alongside Houthi 
militias in the west and south. 

Mr Saleh may have wanted the Houthis 
to sow enough chaos to ensure the fall of 
his replacement as president, Abd Rabbo 
Mansour Hadi. Then he might have want- 
ed to turn on them and arrange for his son, 
Ahmed Ali Saleh, to be given the top spot 
by Yemen’s grateful neighbours. But it may 
be too late. Mr Saleh misjudged just how 
seriously Saudi Arabia would take the 
threat of the Houthis, whom they see as 
part of an Iranian axis in the region. ■ 



Syria's civil war 

Assad on the back 
foot 



BEIRUT 

Despite Iran’s support, the president is 
weakening 

F or the rebels fighting against President 
Bashar Assad, it was a huge victory. On 
March 28th a collection of Islamist fighters, 
including Jabhat al-Nusra, an al-Oaeda af- 
filiate, captured the city of Idleb. Long con- 
tested, it is only the second big one to fall to 
the rebels in four years of war. The first, 
Raqqa, was snatched by the jihadists of Is- 
lamic State (is), who made it the capital of 
their caliphate. Only three days before the 
rebels won Idleb, they took Bosra, a town 
in southern Syria famous for its second- 
century Roman amphitheatre. 

This opposition surge suggests that Mr 
Assad is weaker than he was, not that the 
rebels are stronger. He and his main allies, 
Iran and Hizbullah, the Lebanese Shias’ 
party-cum-militia, are struggling to hold 
their piece of the divided country, despite 
the West having turned its attention to 
fighting IS. Disputes within Mr Assad’s 
camp are growing, too. “Militarily and eco- 
nomically the regime is worse off today 
than a year ago,” says Noah Bonsey who 
watches Syria for the International Crisis 
Group, a think-tank based in Brussels. 

In Idleb the rain helped the rebels by 
stopping Mr Assad’s regime carrying out 
air strikes, which it relies on since it has 
long been short of soldiers on the ground. 
The embattled president increasingly 
banks on local and foreign militias. He has 
had to recruit more widely for the army, yet 
he cannot trust the conscripts drawn from 
Syria’s Sunni-majority population. It is 
said that Sunni pilots are not now allowed 
to fly aircraft. A well-connected man in Da- 
mascus says many are flown by Russians, 
whose government backs Mr Assad. 




Taking it out on Bashar's father 




Elsewhere he is looking no stronger. His 
much-heralded offensive to take back 
Aleppo earlier this year seems to have fiz- 
zled. His troops are consolidating in the 
west, but only thanks to Hizbullah, is fight- 
ers are creeping into his territory from the 
east. In the south he has gradually been 
losing ground to the most moderate of Syr- 
ia’s rebels, as Hizbullah and Iran focus on 
securing areas nearer Damascus. 

Yet it is unlikely that these victories for 
the rebels will spur America to increase its 
modest support for them, especially 
around Idleb, where Jabhat al-Nusra is the 
strongest force. The southern rebels have 
received more help, since they have fewer 
jihadists in their ranks and are less frag- 
mented. But an American plan to train and 
equip 5,000 vetted men has still to get go- 
ing. On March 27th Turkey said that the 
Americans had delayed their plans to start 
training there, for unspecified reasons. 

So Syria’s fate may depend ever more 
on how well Mr Assad’s regime hangs to- 
gether-and on Iran. His army and paramil- 
itary forces often clash. Hizbullah men talk 
of Syrian soldiers firing on them. Syrian 
soldiers, in turn, are annoyed by Iranian 
and Hizbullah checkpoints set up to ensure 
that they stay in line. Syrian soldiers have 
long found understandings with rebels; 
sometimes they agree not to fight, while 
the rebels sometimes buy ammunition 
from the soldiers. Overall, Mr Assad’s posi- 
tion is being hollowed out. “The regime is 
in charge of administrative matters,” says 
the same Damascus man. “But Iran is ever 
more in control militarily.” 

That could pave the way to negotia- 
tions, since it still seems unlikely that ei- 
ther side will win militarily. Iran’s rulers 
may be more pragmatic than Mr Assad, 
who wants to cling to power at any cost. 
There are signs that they see him as a bur- 
den; Hizbullah certainly does. If nuclear 
talks with Iran come good, some Syrians 
hope for a solution in their own country. 
“We’ll get rid of Mr Assad at some point,” 
says a Hizbullah commander. “I think Iran 
is just waiting until the right time.” ■ 
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Politics in Somalia 

Reluctant to admit 
another failure 

MOGADISHU 

Might it be wiser to postpone elections 
yet again? 

W HEN the British and Swedish ambas- 
sadors to Somalia recently queued 
up to meet a new member of the govern- 
ment appointed by the third prime minis- 
ter in i8 months, the man they met was so 
new to Somali politics that a government 
adviser was unsure of his name. But it was 
not long before Mohamed Omar Arte, the 
incoming deputy prime minister, found 
himself in the midst of the bloody turmoil 
that remains a grim hallmark of politics in 
Somalia. On February 20th, two days after 
he met the Western envoys, he narrowly 
escaped with his life when suicide-bom- 
bers from the Shabab, Somalia’s extreme 
Islamist group linked to al-Oaeda, attacked 
a hotel in Mogadishu, the capital, during 
Friday prayers, killing 25 people (plus both 
bombers). On March 27th gunmen hit an- 
other Mogadishu hotel popular with poli- 
ticians, killing at least 17 people. 

Meanwhile, strife within the govern- 
ment continues to damage President Has- 
san Sheikh Mohamud. After his election in 
2012 he was greeted as a breath of fresh air. 
Respected for his record as a human-rights 
enthusiast, he was free of the blood and 
murk that stained so many of Somalia’s 
more seasoned politicians. He was chosen 
by a 275-strong parliament whose mem- 
bers were nominated by elders from a 
cross-section of clans. Though it was a 
flawed method, with plenty of vote-buy- 
ing and little direct say for ordinary Soma- 
lis, it was better than what had gone before. 

But Mr Mohamud has since squan- 
dered much of the goodwill of war-weary 
Somalis and vexed foreigners alike. Cor- 
ruption remains rife. Political progress is 
glacial. Since late last year the president 
and prime minister have been locked in an 
argument over who has the right to hire 
and fire ministers. The president won, a 
new prime minister was named, and in 
February his cabinet was approved at the 
parliament’s third attempt. 

The political crisis has been “devastat- 
ing”, says Abdirashid Hashi of the Heritage 
Institute for Policy Studies, based in Moga- 
dishu.‘Tt has ruined the leaders’ reputa- 
tion,” he says. In theory there will be a new 
constitution and fresh elections by Sep- 
tember next year. But despite the constant 
chivvying of Western governments and in- 
ternational agencies, few think that dead- 
line will now be met. 

Nonetheless, diplomats refuse to dis- 
cuss an alternative plan for fear that Soma- 
lia’s politicians may ditch the present one 




Bloodied by the Shabab 



forthwith. “The election should not be clan 
elders in a conference room selecting mps, 
who then select a president,” says Michele 
Cervone d’Urso, the European Union’s 
ambassador, recalling Mr Mohamud’s ad- 
vent to power in 2012. “We should aim for 
one person, one vote across Somalia,” says 
Neil Wigan, Britain’s ambassador. “But ex- 
actly what’s going to be possible, we’ll 
have to see.” Ken Menkhaus, a Somalia ex- 
pert from Davidson College in North Caro- 
lina, says some kind of “appointocracy” is 
once again inevitable. 

Mr Mohamud’s biggest success so far 
has been to bring in an element of federal- 
ism without worsening the strife. Two new 
regional states are in their infancy. Devolv- 
ing a measure of power to such newly 
created states may prove a good idea only 
so long as it is not seen as another stitch-up 
by the old guard in Mogadishu. “It’s not 
enough to come up with a process de- 
signed in Mogadishu and agreed between 
the government and parliament,” says 
Matt Bryden, a Canadian expert who runs 
Sahan Research, a think-tank in Kenya’s 
capital Nairobi. “It’s got to have federal ad- 
ministration buy-in.” 

Western governments seem bent on 
getting Mr Mohamud to move towards 
some kind of election, however circum- 
scribed. “This top-down, legalistic form of 
state-building focused on federalism, con- 
stitution-writing and elections has pushed 
Somali politicians to face the thorniest is- 
sues first,” says Dominik Balthasar, anoth- 
er Somalia watcher, based in Ethiopia. He 
argues for a slower, grassroots approach. 
“The idea of elections is mad,” says Cedric 
Barnes of the International Crisis Group, a 
Brussels-based think-tank. “They simply 
buy into the kind of elite politics that has 
been so detrimental to Somalia.” 

Will Mr Mohamud have the nerve to 
brake a rushed process that may make 
things worse? “It’s very difficult for us to 
talk about alternatives, at least until the So- 
malis do,” says a Western diplomat. ■ 



South African history 

Rhodes rage 

JOHANNESBURG 

A row about a colonial legacy 

C ecil Rhodes sits in pride of place at 
the University of Cape Town (uct), 
his imposing statue framed by mountain 
peaks soaring above and the Cape Flats 
stretching out far below. But Rhodes has 
recently been wrapped in plywood and 
plastic, while the university authorities 
decide his ultimate stony fate, prodded 
by student protesters determined to 
have the statue removed. 

The dispute began in February when 
Chumani Maxwele, a politics student, 
threw faeces at the statue, declaring it a 
symbol of painful “colonial dominance” 
that many black students feel continues 
to imbue the university. “Rhodes Must 
Fall” demonstrations have since spread 
to Rhodes University in Grahamstown, 
where people have long called for the 
name to be changed. At the University of 
KwaZulu-Natal, a statue of King George V 
has twice been defaced. 

Rhodes, a British colonialist who died 
in 1902, led a rapacious campaign 
through South Africa and what is now 
Zambia and Zimbabwe, with dreams of 
securing the land from Cape Town to 
Cairo for Britain. His diamond-mining 
wealth was later used to found Rhodes 
University, while the international 
Rhodes scholarships at Oxford Universi- 
ty in Britain are provided by his will. The 
stunning uct campus was built on 
Groote Schuur, Rhodes’s donated estate. 

At the heart of today’s debate is the 
slow pace of “racial transformation” at 
the best universities, two decades into 
democracy. The Rhodes statue has be- 
come a rallying point for those who feel 
excluded from academia. In 2013 only 
five professors at uct were black Afri- 
cans. At Rhodes University, 94% are 
white. There are just 28 black South 
African female professors in the entire 
country. Student representatives at the 
UCT criticise the curriculum for being 
too Eurocentric and accuse the universi- 
ty of “institutional racism”. 

Prominent South Africans have 
weighed in. Albie Sachs, a retired judge, 
thinks the Rhodes statue should be 
turned into a new work of art in a new 
space, forcing Rhodes posthumously to 
witness the country’s constitutional 
democracy. Julius Malema, a fiery popu- 
list leader, declared that “the masses 
must crush that statue” if it is not brought 
down. Most people think the memorial 
should be moved but not destroyed. And 
resolving the deeper issues is not as 
simple as shifting one old statue. 




Europe 



The Economist April 4th 2015 



47 




Germany's political logjam 

An uncomfortable arrangement 



Neither party in Angela Merkel’s grand coalition really wants to be there 



G ermany may be emerging as Eu- 
rope’s chief actor on the global stage. 
But its domestic politics are stuck in a 
strange logjam, leaving all the main par- 
ties, including the partners in the ruling 
right-left coalition, wondering how to 
break it. 

Eighteen months after the most recent 
federal election, all parties in the Bundes- 
tag stand almost exactly where they were 
on the night of the polls. This absence of 
movement is unprecedented in German 
politics, says Manfred Giillner at Eorsa, a 
pollster in Berlin. The rating of the centre- 
right Christian Democrats, led by Chancel- 
lor Angela Merkel, and their Bavarian sister 
party, the Christian Social Union (csu), is 
very close to the 41.5% they got in 2013. 
Meanwhile the centre-left Social Demo- 
crats (spd), the junior partners in the 
“grand coalition”, are stuck near their tally 
of 25%. And the two small opposition par- 
ties, the Left and the Greens, have barely 
moved, despite the small rise of the anti- 
euro Alternative for Germany. 

Eor the spd, in particular, all this is both 
surprising and frustrating. After the 2013 
election they exacted huge concessions, 
captured in a 134-page coalition contract, 
from Mrs Merkel as the price for agreeing to 
become her partner. Since then they have 
methodically worked through their wish- 
list of social democratic policies, including 
a new minimum wage, early retirement for 



various groups of workers, a quota for 
women on corporate boards and a “brake” 
on rent increases. 

Germans tell pollsters they mostly 
agree with these measures. And yet the 
spd’s fortunes are not rising. Part of the rea- 
son may be that voters are confused about 
the policies’ provenance, because Mrs 
Merkel is good at taking credit for the ideas 
of others. In the 2013 campaign, for exam- 
ple, she came out for a rent-brake, poaching 
the issue from her spd opponents. 

But the main reason for the spd’s stasis 
lies with international crises, above all in 
Ukraine and Greece. These have overshad- 
owed domestic affairs, allowing Mrs Mer- 
kel to shine as a reassuring world leader. 
And this is causing panic among Social 
Democrats. A few, especially on the party’s 
left wing, believe they should behave in 
more cantankerous ways towards their co- 
alition partner, to raise their profile. 

This is also the conclusion drawn by 
TNS Infratest, a polling institute that has 
been commissioned to come up with a 
strategy for the spd. Whereas Mrs Merkel 
and her party convey “security” to voters, 
the SPD stands for nothing but petty side- 
issues, the strategy argues. To become “rec- 
ognisable” again, it reckons, the party 
“must, where necessary, engage in con- 
flicts” with the Christian Democrats. 

As if on cue, Manuela Schwesig, the 
SPD minister for families and women, last 
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month started bickering with Wolfgang 
Schauble, the Christian Democratic fi- 
nance minister, who has been rather dis- 
tracted with Greece of late. Mr Schauble, 
who is 72, plans to increase child benefits- 
but only by a trivial €6 ($6.46) per child. Ms 
Schwesig, who is 40 and nicknamed 
“coastal Barbie” (she is blonde, from the 
Baltic and seems to speak in prefabricated 
sound-bites) called it outrageous that Mr 
Schauble had ignored her demand for 
more help for single mothers or fathers. But 
fighting for its own sake is risky for the spd, 
because trying to be in government and 
opposition at the same time confuses vot- 
ers and makes it look untrustworthy. 

One Social Democrat who is aware of 
the dangers is Sigmar Gabriel, the party’s 
boss (pictured above, with Mrs Merkel) as 
well as vice-chancellor and minister of en- 
ergy and the economy. As the default can- 
didate to compete against Mrs Merkel in 
2017, he increasingly realises that he stands 
little chance. As one way out the spd is dis- 
creetly pursuing another possible path to 
power. A three-way coalition between it 
and the other two left-leaning parties-the 
Greens and the Left-would have a mathe- 
matical maj ority in the present Bundestag. 

But the Left, a descendant of East Ger- 
many’s Communist Party that is filled with 
a spirit of radical anti-capitalism and anti- 
Americanism, is still regarded as a pariah 
in more respectable parts of the German 
political spectrum. To see how a pan-leftist 
coalition might fare, people are watching 
an experiment in the state parliament of 
Thuringia, where the three parties, with 
the Left in the lead, have been governing 
together since last year. 

The Christian Democrats are also un- 
happy in their marriage to the spd. They re- 
veal their crankiness by sticking as many 
exceptions and loopholes into the spd’s ►► 
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► laws as they can, thus making the govern- 
ment’s legislation incomprehensibly com- 
plex. They too would like a different co- 
alition partner next time round. Their hope 
is that the Free Democrats, a classically lib- 
eral party that was voted out of the Bun- 
destag in 2013, will get back in. But that 
seems a stretch at present. 

So the Christian Democrats are also 
wooing the Greens. A state-level rehearsal 
for this is taking place in Hesse, where the 
CDU and Greens govern together, with Mrs 
Merkel personally making sure that the lo- 
cal CDU acts nicely. Given her personal 
popularity, her own position seems secure 
for the next couple of years. The real dan- 
ger for her party is the vacuum that it will 
face whenever this formidable woman, 
now in power for ten years and in her third 
term, decides she has had enough. ■ 



Ethnic minorities in France 

An edgy inquiry 



PARIS 

A taboo on studying immigrant 
families’ performance is fraying 

B y law, French authorities cannot col- 
lect ethnic statistics. All citizens are con- 
sidered equal. Differentiating them is felt to 
imply stigmatisation, or even worse to 
echo the singling out of Jews that took 
place under the collaborationist Vichy re- 
gime in the 1940s. 

Yet however strong the historical rea- 
sons, this approach makes it difficult to tell 
whether French people of different back- 
grounds really do fare as well as each other. 
A new study suggests they do not. 

It comes, surprisingly, from an official 
source: France Strategie, the government’s 
economic-strategy unit, which is run by 
Jean Pisani-Ferry an economist. The au- 
thors get round the ethnicity taboo by us- 
ing census data on national origin. Several 
decades after mass immigration began, 
enough long-term data exist to see how the 
generation raised in France by parents 
from other countries has done. 

In a word, badly. Youth unemployment 
of 32% for French-born citizens whose par- 
ents arrived from Africa, including sub-Sa- 
haran countries and those of the Maghreb, 
is twice as high as for those with no immi- 
grant background. Fully 30% leave high 
school without any diploma or qualifica- 
tion, against 16% of those without immi- 
grant parents. French people with parents 
from Africa have less stable working lives, 
and are more likely to live in poor neigh- 
bourhoods, than those with non-African 
immigrant backgrounds, the report finds. 

Other studies use the data to reveal fur- 
ther differences by national origin. French- 



born citizens with parents from Morocco 
or Tunisia, for example, seem to do better 
at school than those with parents from Al- 
geria or the African Sahel. Only 10% of 
French men aged 25-35 with Algerian-born 
parents, and just 9% of those with parents 
from the Sahel, have a degree, against 19% 
of those with Moroccan or Tunisian par- 
ents and 23% of the non-immigrant popu- 
lation. (Among those with south-east 
Asian roots, the figure tops 30%.) 

Girls also seem to do better than boys. 
Just 49% of French-born men aged 20-35 
with Algerian parents have passed the bac- 
calaureat, the national school-leaving 
exam, compared with 58% of women (and 
68% of the non-immigrant population). 
Those with parents from the Sahel do little 
better: 63% of young French-born women 
have the bac, and 51% of men. Interestingly, 
when the sexes are combined, young 
French citizens born to Moroccan or Tuni- 
sian parents do better at school not only 
than those from Algeria or the Sahel but 
also those born to parents from Portugal. 

Such divergent patterns mirror those 
found in other European countries. British- 
born Bangladeshis have pulled away from 
British-born Pakistanis in terms of school 
results, for instance, and now perform bet- 
ter than white British children. 

What explains the French pattern? His- 
tory may play a part. The bloody war for 
Algeria’s independence may have created 
feelings of hostility to the French system, 
and general alienation, which are slow to 
disappear. Poverty and discrimination 
clearly play a role. Many French immi- 
grants came from countries with very low 
living standards, like Mali, Mauritania and 
Niger. And coming from a poor family 
background, notes the France Strategie 
study, seems to have a stronger impact on 
school performance in France than it does 
in other comparable countries. ■ 
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Spanish politics 

Something old, 
something new 

MADRID 

A feisty power-broker shows why a 
traditional style endures 

W ITH her folksy manner and humble 
origins, Susana Diaz does not at first 
sight seem a likely saviour of old-style 
Spanish politics. But this 40-year-old local 
heroine salvaged the fortunes of the bat- 
tered Spanish Socialist Party (psoe) by re- 
taining her position as political leader of 
Andalusia in a regional election on March 
22nd. She is now in the vanguard of a fight- 
back by established parties as they resist 
newcomers bent on cleaning up politics. 

Although her age and sex mark her out 
(Spain has never had a female prime min- 
ister), Ms Diaz is very much an old-school 
politician. She worked her way discreetly 
through the party ranks, heading the re- 
gional youth group and becoming a city 
councillor in Seville at 24. Long experience 
at the political coalface made her a plausi- 
ble successor when the previous Andalu- 
sian president resigned in 2013. 

Good at banging heads together, she 
made her name as an efficient (and feared) 
backroom apparatchik. Such skills are bad- 
ly needed by her party. It says something 
about the state of Spanish socialism that 
her recent, moderately successful perfor- 
mance has won her accolades as a miracle- 
worker in an otherwise dismal situation. 
She held on to 47 deputies in the 109-seat 
regional parliament, while the Socialist ►► 
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Russia's politics of memory 

Nemtsov Bridge 

MOSCOW 

A fight over the site of a politician’s killing is a proxy for a broader battle 



M emory has long been the subject of 
fierce and often deadly ideological 
battles in Russia. Those who control the 
past also control the present. Following 
the murder of Boris Nemtsov, a liberal 
opposition leader, on a bridge by the 
Kremlin, a fight for his memory, and for 
the Russian flag, is taking place. In Soviet 
times, purged Communist Party mem- 
bers were excised from photographs as 
though they never existed. Now it seems 
the Kremlin is trying similarly to airbrush 
Mr Nemtsov. 

First Kremlin spin-doctors tried to 
divert attention from Mr Nemtsov’s 
murder to the “sudden” disappearance of 
Vladimir Putin, Russia’s president. Ten 
days later, Mr Putin re-emerged trium- 
phantly and celebrated the anniversary 
of Russia’s annexation of Crimea at the 
spot where Mr Nemtsov died. A frenzied 
crowd yelled “Ross-i-ija”, as if that could 
quash memories of Mr Nemtsov and his 
opposition to war in Ukraine. 

In the middle of the night on March 
27th, a month after Mr Nemtsov’s mur- 
der, the authorities cleared the bridge of 
flowers and photographs. Thanks to Mr 
Nemtsov’s friends and followers, the 
memorial was restored. People across the 



country ordered flowers online, and 
supporters took them to the bridge. Mr 
Nemtsov’s photographs under Russian 
tricolours have been remounted on the 
balustrade. Volunteers guard the memo- 
rial day and night in snow and rain, 
sustained with tea and food by ordinary 
folk. They will not go away; they are 
being true to Mr Nemtsov’s spirit. 

He managed to stay in politics despite 
state propaganda labelling him a “foreign 
agent” and “fifth column”. But fighting Mr 
Nemtsov after his death may prove even 
harder than it was during his life. 
Groomed to be Russia’s liberal president 
by Boris Yeltsin, the charismatic, honest 
Mr Nemtsov could turn into a symbol of 
Russia’s unfulfilled promise. The display 
of Russia’s national flag next to his name 
should be particularly troubling for the 
Kremlin. 

The bridge has already been dubbed 
Nemtsov Bridge. It could now become a 
focal point of liberal opposition to a 
brutal regime, a role that after 1991 was 
played by the White House, then the seat 
of the Russian parliament. The Kremlin 
will try to clear the bridge of traces of Mr 
Nemtsov’s murder. But the harder it tries, 
the more resonant the spot will become. 



► vote dropped by four percentage points to 
35%. That is a smaller decline than expect- 
ed, though it is still the party’s weakest 
showing in the 33 years that it has domin- 
ated Andalusia. Her personal rating is now 
so high that she sometimes overshadows 
Pedro Sanchez, the party’s leader. 

He, and the party as a whole, have their 
hands full. Spanish socialism is fighting to 
avoid the fate of the PanHellenic Socialist 
Movement (pasok), which dominated 
Greek politics for most of the years since 
1981 but in January was almost wiped out 
by the more radical Syriza. 

In Spain, the Socialists face two adver- 
saries. One is Podemos, an upstart Syriza- 
style party that has built up nationwide 
support of above 20% since appearing in 
the European elections ten months ago. 
The new party calls the Socialists part of la 
casta, a generic term for self-serving, cor- 
rupt political and financial elites. 

The other enemy is Ciudadanos (Citi- 
zens), a centrist party that has broken out 
of its Catalan home into the rest of Spain 
by pledging social democratic measures to 
reduce inequality, while also cleaning up 
corruption. Podemos and Ciudadanos 
took 15% and 9% respectively in the Anda- 
lusian poll, their debut in the region. 

If Ms Dfaz is to lead a minority regional 
government, as seems probable, she must 
lean on one or other of these parties; both 
want firmer action against sleaze. But she is 
negotiating from relative strength, because 
her winning style limited the newcomers’ 
surge. She said her only casta was the 
plumbing trade, her father’s] oh. Her mix of 
empathy and firmness averted the rout 
that some feared, even though one in three 
Andalusians lacks a j oh and her two prede- 
cessors are due to testify to a magistrate 
who is probing corruption. 

Cronyism and rule-bending clearly 
alienate some voters, but they are also fea- 
tures of a political way of life that has 
served, and may still serve, to maintain the 
Socialists’ domination of Spain’s poor 
south. The enduring bad habits of the old 
system were confirmed on March 24th, 
when police in Andalusia detained 16 se- 
nior regional employment and training of- 
ficials. A tape recording appeared to show 
one public servant telling underlings to 
campaign for the Socialists in the 2012 elec- 
tions. Such things shock some voters, but 
probably not all of them. 

In any case, with a general election due 
by December, the psoe still has reason to 
tremble. It has lost a third of its Andalusian 
voters since 2008 and can expect to do 
worse nationwide. In 2011, its score in the 
rest of Spain was eight percentage points 
below its performance in Andalusia. 

As for the Popular Party (pp) of Mariano 
Rajoy, the prime minister, it faces an even 
tougher future. Its share of the vote in An- 
dalusia fell from 41% to 27%; this suggests 
that voters are ignoring signs of economic 



Remembered with love 



recovery, and that Ciudadanos may steal 
centrist or centre-right votes nationwide. 

Elections in 13 of the 17 Spanish regions 
on May 24th will be the next test of the 
new four-way split, forcing parties to strike 
pacts if they want to govern, according to 
Jose Pablo Ferrandiz of Metroscopia, a poll- 
ster. Podemos may come first in such re- 
gions as Asturias and Aragon, with the pp 
or PSOE winning elsewhere. The general 



election later this year is too close to call, 
with Podemos, pp and psoe running level. 

Ms Dfaz’s comparative success vindi- 
cated her decision to call a snap regional 
election. Yet the two-party system that has 
prevailed in Spain since 1982 is clearly bust, 
and Andalusia has set a pattern by forcing 
an old party to seek help from newcomers. 
Spanish voters want change, though not, 
apparently, a complete revolution. ■ 
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An angry Dutch mood 

A low-spirited country 



AMSTERDAM 

The Dutch remain indignant with bankers and politicians, despite a recovery 



M isreading the public mood can be 
costly when the government owns 
your bank, as the directors of abn amro 
found out last week. The bank has been in 
the hands of the Dutch state since it was 
bailed out in 2009 as part of the global fi- 
nancial crisis that also dumped Royal Bank 
of Scotland in the laps of British taxpayers. 
The Dutch government had hoped to be- 
gin privatising abn amro this autumn- 
until the news broke that the bank’s direc- 
tors had awarded themselves a salary 
bump of €100,000 ($107,000) a year. An 
outcry in parliament led the directors to 
forgo their raises and Jeroen Dijsselbloem, 
the Netherlands’ finance minister, to post- 
pone indefinitely the bank’s return to the 
markets. 

The directors’ error of judgment is per- 
haps understandable. As in Britain, public 
sentiment in the wake of the collapse was 
furious with fat-cat bankers. But the Dutch 
board had been correspondingly cautious. 
The directors receive no bonuses, and their 
raise had been approved by parliament in 
2011 but renounced each year until now. 
Moreover, the Dutch economy is recov- 

I Hopelessly scattered 

Seats in the Dutch Senate by party, 2015, projected 
0 



ering after years of recession. The national 
forecasting body predicts 1.7% growth this 
year. Unemployment has dropped from 
7.9% to 7.2%, and consumer sentiment has 
turned positive for the first time since 2007. 
One might expect the public’s feelings 
about politics to grow less bitter as well. 

Instead Dutch voters seem as grumpy 
as ever, and not just about bankers’ pay. In 
March they gave a thumping to the govern- 
ment in elections to the country’s provin- 
cial assemblies. The assemblies determine 
the composition of the Dutch Senate. That 
body will now be so splintered between 12 
parties that it is hard to see how the govern- 
ment can form a coalition to push through 
new legislation (see chart). 

Why, despite the good economic news, 
is the Dutch public mood still sour? Partly 
because of a problem that many European 
governments face: they have not delivered 
the policies their constituents were prom- 
ised. The Dutch government, like the Ger- 
man one, is a centrist, two-party grand co- 
alition. In the 2012 election, leftists voted 
for the largest centre-left party. Labour 
(pvdA), in opposition to austerity and the 



dismantling of the welfare state. Conserva- 
tives voted for the largest centre-right party, 
the Liberals (vvd), in opposition to redis- 
tribution, Europe and immigration. What 
they got instead was a Liberal prime minis- 
ter, Mark Rutte, at the head of a hybrid gov- 
ernment whose horse-trading led to an un- 
satisfying mix of policies. 

That government has carried out a se- 
ries of far-reaching reforms which have left 
nobody entirely happy. Budget cuts contin- 
ued, but so did progressive tax increases. 
Wealthy homeowners’ tax-deductible 
mortgages were restricted, a step that econ- 
omists saw as crucial to reducing sky-high 
household debt; but public housing was 
downsized. Labour conceded cuts to 
health-care subsidies for the poor and for 
the disabled. The Liberals won no real con- 
cessions on immigration. In Brussels, La- 
bour provides two high-flying Dutchmen: 
Mr Dijsselbloem, who is president of the 
euro group of finance ministers, and Erans 
Timmermans, a deputy president of the 
European Commission. But they are carry- 
ing out hard-nosed, centrist policies that 
raise few objections from Liberals. 

Labour’s voters are especially dissatis- 
fied. As with other leftist parties that have 
pursued centrist policies (like Germany’s 
Social Democrats and Erance’s Socialists), 
many supporters have defected while oth- 
er voters see the party as ineffectual. In the 
provincial elections it dropped from 14 to 
just eight of the 75 seats. The Liberals were 
hit less hard, falling from 16 seats to 13. 

Confusingly, voters have scattered in all 
directions. The far-left Socialists and the 
far-right Party for Ereedom (pvv) retained 
their strength. Many voters rejected the 
centrist government by backing the cen- 
trist opposition: the centre-right Christian 
Democrats and the left-liberal d66 party. In 
the end six large parties got between eight 
and 13 Senate seats. The government has 
already had to co-operate with d66 and 
two smaller parties to get bills through the 
Senate. It will now be even harder to pass a 
planned tax overhaul this autumn. 

Dutch voters’ mood may stem from a 
lack of new issues. Both d 66 and the Chris- 
tian Democrats campaigned on calls for 
yet more austerity, despite an expected 
budget deficit of just 1.2% of gdp, better 
than the government target of 1.9%. After 
the elections, the Liberals returned to the 
anti-immigration theme with a quixotic 
proposal to stop refugees entering the eu, 
denounced by their Labour partners. 

It all chimes oddly with a brightening 
economy. The government’s reforms, dis- 
ruptive at first, have started working, says 
Dimitry Eleming, an economist at ing 
Bank. “People feel we have seen the major 
necessary reforms, so policy uncertainty is 
diminishing.” House prices and residential 
investment are rising. Exports are up. The 
tulips are sprouting. Maybe public enthusi- 
asm will too. ■ 
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Charlemagne [ Not-so-private lives 



Can America and Europe ever get over their differences on data protection? 




A FEW years ago your columnist received an impassioned lec- 
.ture from the square-jawed owner of a gun shop in Denver, 
Colorado. Governments, the proprietor noted, have a natural ten- 
dency to tyranny; firearms insure individuals against it. The man 
added that he once lived in East Germany, where he had seen 
how rapidly the slide can occur, once citizens lack weapons. 

Charlemagne found this unpersuasive, even if, surrounded by 
assault rifles and handguns, he was too polite to admit it. But the 
owner’s logic resembles a claim heard in parts of Europe with 
memories of dictatorship more recent than George III. Tough 
laws, it is said, are needed to limit the abilities of governments (or 
firms) to record, store and distribute data on individuals. The 
spectre of the Gestapo is often raised. These concerns, perhaps 
unsurprisingly, are strongest in Germany. 

German and American attitudes to privacy are grounded in 
different ideas of the relationship between the individual and the 
state, and encoded in different types of law. In 1970 Hesse, a Ger- 
man state, passed the world’s first data-protection statute. A fed- 
eral law followed six years later. Thanks to patient-confidential- 
ity rules, journalists, prosecutors and even his employer, 
Lufthansa, struggled to get the full medical facts about Andreas 
Lubitz, the pilot who flew an aircraft into a French mountain re- 
cently. Such difficulties would be hard to imagine in America, 
where data protection is mostly an issue of consumer regulation. 

The growth in transatlantic travel and commerce has forced 
various creaky compromises. But the strains are showing. Ed- 
ward Snowden’s revelations in 2013 about the National Security 
Agency’s snooping did not, in the end, have much lasting impact 
in the United States. Yet in Germany they were devastating, espe- 
cially after it emerged that the nsa might have been tapping the 
phone of Chancellor Angela Merkel. 

Europe’s other great bulwark of data protection has been the 
European Union, and particularly the European Parliament. For 
years its members blocked a proposal to create a pan-European 
“passenger name record” (pnr) data-sharing scheme for airline 
passengers. American officials have been irked by the difficulty 
of negotiating transatlantic pnr arrangements with the eu. The 
first, agreed on after the September nth 2001 attacks, was 
squashed by the European Court of Justice (ecj) in 2006. meps 



have never been satisfied with the provisions of its successors. 

That is awkward enough. But now spats over privacy threaten 
the biggest joint project: the Transatlantic Trade and Investment 
Partnership, an ambitious but teetering proposal to lower tariffs 
and boost investment. Just as German shoppers fear that ttip 
will fill shelves with chlorine-dipped chicken from Arkansas, 
geeks worry about importing America’s lax data standards. Per- 
haps the biggest effect is indirect: the Snowden affair has helped 
set off a wave of anti-Americanism in Germany and Austria that 
found its fiercest expression in opposition to ttip. 

Yet the wall of hostility faced by America’s politicians and dip- 
lomats is nothing compared with the problems faced by its tech 
firms. Google and others share Germany’s concerns over the 
NSA. But their own activities are consistently tripped up by Euro- 
pean regulations. Last May the ecj ruled that Google must con- 
sider requests from individuals to wipe links to incriminating 
data. “Google”, thundered Germany’s vice-chancellor, Sigmar 
Gabriel, “can no longer simply bypass European standards.” An- 
other case before the court threatens to unpick the “safe harbour” 
agreement that allows companies based in America to transfer 
their European customers’ data back home after pledging to pro- 
tect it. Silicon Valley dreads having to deal with Europe’s patch- 
work of data-protection laws instead. 

It would be easier for America and Europe to negotiate over 
this if their tech firms were of comparable size. But the field is 
dominated by Americans. Europeans have done badly at build- 
ing internet firms whose services they like using. Ouaero, a 
Franco-German attempted rival to Google, failed risibly. Now a 
proposal to complete the eu’s digital single market could correct 
this by helping online businesses to trade across borders. So 
could an updated European data-protection law, to replace one 
drawn up in 1995, if it is not overburdened with regulation. 

Yet the transatlantic data divide will not close soon. Euro- 
peans are right to be wary of today’s unprecedented data-hoover- 
ing, particularly by internet giants: public policy has failed to 
keep up. But for that very reason Europeans should seek to steer 
the debate, not eschew it. Two things make old defences of pri- 
vacy harder to justify: the growth of online services that require 
data to be transferred and stored, and the terror threat. 

The terrorism dimension 

Europe faces an even greater risk of terrorism than America does, 
and that weakens the case of privacy-conscious meps. Calls on 
the European Parliament to relent on pnr have grown louder 
since France’s Charlie Hebdo attacks. Spooks speak as one in their 
fears of terrorists “going dark”: the head of Europol, a European 
law-enforcement agency, frets as much about impossible-to- 
crack encryption on new devices as do the Americans. 

When talk of agreed standards looms, it is best for privacy ad- 
vocates to avoid leaving them to the securocrats. If the European 
Parliament does not act on pnr, Europe could be left with a mess 
of national schemes, some overly intrusive. Similarly, tech firms 
anxious about granting spooks access to encrypted communica- 
tions are well placed to negotiate new rules that balance security 
and liberty. If Google and Germany have been at odds on other 
issues, here they could find common cause. And Germans might 
take comfort from the idea that they now have a democracy ro- 
bust enough to be able to alter the balance occasionally. ■ 
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The country is running down its armed forces and its diplomatic resources, to the 
despair of allies 



Defence and diplomacy 

Little Britain 



W ITH the general election just a 
month away, foreign eyes are turning 
to Britain. But they are not noticing the lean 
state and the triumphantly growing econ- 
omy that the prime minister, David Camer- 
on, is boasting of, nor the profound debate 
about equality that the Labour Party 
leader, Ed Miliband, wants to have. In- 
stead, they see a gap where Britain should 
be on the international-relations radar. 

Russian aggression is not limited to Uk- 
raine: the country’s bombers are now test- 
ing Britain’s air defences as frequently as 
they did at the height of the cold war. 
Meanwhile hundreds of radicalised young 
Britons have gone to fight for Islamic State 
(is) in Syria and their jihadist colleagues 
are ostentatiously murdering Christians 
on Mediterranean beaches in Libya. “Ev- 
ery witness to our committee, from Henry 
Kissinger to Madeleine Albright, says these 
are the most tumultuous times they have 
seen in their lives,” says John McCain, 
chairman of the armed services commit- 
tee in America’s Senate. Yet Britain is cut- 
ting back on defence-something that, he 
says, “diminishes Britain’s ability to influ- 
ence events”. 

Margaret Thatcher saw herself, and was 
seen, as an essential partner of two Ameri- 
can presidents. She stoutly defended nuc- 
lear deterrence when she thought her 
friend and ideological soulmate, Ronald 
Reagan, was getting carried away in talks 
with the Russians. Tony Blair pushed 
NATO and Bill Clinton into military action 



in Kosovo. Ill-fated though the later inva- 
sion of Iraq proved, Mr Blair was never an 
American poodle. He believed that Britain 
should be in the first rank of countries pre- 
pared to counter the threat of Saddam Hus- 
sein’s supposed weapons of mass destruc- 
tion. Even the maligned Gordon Brown 
co-ordinated the international response to 
the financial crash of 2008. 

David Cameron came to office in 2010 
promising a different kind of foreign policy, 
but still a highly active one. The notion that 
Britain was fated to play a smaller role in 
the world, the prime minister said in a 2010 
speech, was simply wrong. It had the 
fourth-biggest defence budget in the 
world. It had a deep, close relationship 
with America and was an active member 
of the European Union. It also had great 
commercial strengths, which-and this 
was the new idea-it could use to enhance 
its status. “Eew countries on earth have this 
powerful combination of assets, and even 
fewer have the ability to make the best use 
of them,” he boasted. 

Those assets have instead been deplet- 
ed and squandered. Britain has run down 
its armed forces: its defence budget has 
slipped from being the world’s fourth- big- 
gest to its sixth (see chart on next page). The 
ending of nato’s combat mission in Af- 
ghanistan at the end of last year supposed- 
ly drew a line under difficult counter-insur- 
gency campaigns in distant places. Any 
remaining appetite for adventures abroad 
was sated by the 2011 intervention in Libya, 



which drew attention to dwindling mili- 
tary resources and the perils of plunging in 
without having a follow-up plan. 

Since then Britain has become ever 
more unwilling to deploy the diplomatic 
and military resources it does possess. Eor 
a country that has long been respected for 
the skills of its diplomats, the professional- 
ism and dash of its armed forces, the global 
outlook of its political leaders and its abili- 
ty to punch above its weight, the decline 
has been unmistakable. 

Hosting NATO’s summit in Wales last 
September, Mr Cameron cajoled other 
countries into pledging to follow Britain’s 
example and spend 2% of their gdp on de- 
fence-as all are supposed to do. Yet in De- 
cember his chancellor of the exchequer, 
George Osborne, was announcing spend- 
ing plans for the next parliament that im- 
plied not only that Britain would fall just 
short of the nato target in the coming fis- 
cal year (to 1.95%, despite including war 
pensions in the defence budget for the first 
time) but that it would go on falling. 

Pound foolish 

This is because Mr Osborne has decreed 
that Britain is only halfway through neces- 
sary cuts to departmental spending, and 
defence is not one of the three “ring- 
fenced” departments (health, education 
and overseas aid). In interviews following 
his budget speech on March 18th, Mr Os- 
borne repeatedly refused to say that a Con- 
servative government would keep its own 
2% promise. 

Malcolm Chalmers of rusi, a London- 
based think-tank, calculates that if another 
Tory-led government sticks to its fiscal 
plans, the Ministry of Defence might face a 
10% real cut in spending over the next five 
years at a time when both personnel and 
equipment costs will rise faster than infla- 
tion. What makes the squeeze even tighter 
is that, towards the end of the period, the ►► 
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► first of two new aircraft-carriers will be en- 
tering service-requiring expensive F- 35 S to 
fly from it-and construction of four new 
Trident ballistic-missile submarines will 
also be under way. Even if the government 
sticks to an earlier promise to increase 
equipment spending by 1 % from next year 
and hold the rest of the budget flat in real 
terms, Britain would still spend only about 
1 . 75 % of its GDP on defence by 2019 , com- 
pared with 2 . 6 % in 2010 . 

This matters. Kori Schake, a former se- 
curity official in Republican administra- 
tions, now at the Hoover Institution, says 
Washington sees the 2% figure as totemic. 
“We think of Britain as the standard-bearer 
for allied behaviour,” she says. More prag- 
matically, Ray Odierno, America’s army 
chief, wonders whether in future Britain 
will have enough soldiers to work along- 
side an American division. On the most 
pessimistic of Mr Chalmers’s calculations, 
the British army, already shrinking from 
102,000 to 82,000 soldiers, could end up 
with around 50,000. 

Shrinking violent 

Britain is much less engaged overseas, both 
militarily and diplomatically. Mr Cameron 
has left the difficult and unsavoury job of 
dealing with Vladimir Putin to other Euro- 
pean leaders, principally Angela Merkel. 
Britain’s contribution to the fight against is 
in Iraq has been about one air strike a day. 
Philip Hammond, the foreign secretary, 
ruled out any action against the group in 
Syria, saying, not accurately, that Parlia- 
ment had already voted against it-a refer- 
ence to the bungled debate in August 2013, 
when Mr Cameron sought and failed to 
win approval for punishing President 
Bashar Assad’s use of chemical weapons. 

“In this] ob I travel a lot and I had under- 
estimated the extent to which our allies ex- 
pect us to be there when it counts,” says Mi- 
chael Clarke, rusi’s director. “They are 
disappointed when we are not and they 
note the reduced ambition.” It does not 
help, he says, that President Barack Obama 
has rarely set a firm or consistent foreign- 
policy course that Britain could follow. Yet 
when American leadership has wavered 
in the past, British prime ministers have 
helped stiffen their spines. 

Erangois Heisbourg of La Eondation 
pour la Recherche Strategique, a think-tank 
in Paris, draws a different comparison. Al- 
though an Anglo-Erench defence treaty 
signed in 2010 has led to much co-opera- 
tion, even over nuclear weapons, the 
Erench notice Britain’s lost appetite for mil- 
itary expeditions. Mr Heisbourg says: “The 
Erench still think they can make a differ- 
ence and if they can, they should. Take 
Boko Haram. Where are the Brits in Nige- 
ria?” Erance has fought Islamist insurgents 
in Mali, a former Erench colony, and is try- 
ing to unite Chad and other neighbouring 
countries against Boko Haram. 
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Morale at the once-mighty Eoreign and 
Commonwealth Office is low. Mr Blair un- 
dermined it by moving foreign policy to 10 
Downing Street, and it has suffered years 
of neglect. “You can see how its Russian ex- 
pertise has been hollowed out,” says one 
of the country’s most senior former am- 
bassadors. “When the Ukraine crisis hap- 
pened, the old cold-war cadre of people 
just wasn’t there.” He blames Mr Osborne 
for dictating a mercantilist foreign policy, 
lamenting “the kowtowing to China”. 

Scarce diplomatic resources have been 
poured into Beijing and an ambassador 
has been appointed to The Association of 
South-East Asian Nations. Admittedly, Brit- 
ain’s pivot to Asia is not just about trade: 
diplomats are engaged in trying to stop 
conflicts in Mindanao and Myanmar. By 
contrast, despite the huge amount of devel- 
opment aid Africa receives from Britain 
each year, that rising continent has been 
largely ignored by senior politicians. 

The Eoreign Office’s puny annual 
spending of about £1.6 billion (a cut of 16% 
in real terms since 2010, nearer 30% if the 
money that used to fund the bbc World 
Service is included) compares with the lar- 
gesse showered on the Department for In- 
ternational Development (dDd), which 
will enjoy a budget of over £11 billion, and 
rising, this year. While refusing to commit 
Britain to the 2% target for defence spend- 
ing, the government was nonetheless hap- 
py last month to confirm that, regardless of 



circumstances, dHd would receive each 
year 0.7% of gdp. Professor Sir Lawrence 
Ereedman, a leading academic strategist, 
reports “a striking decline in interest in in- 
ternational affairs at the senior levels of 
politics. It was surprising to see the parties 
tie their hands in this way. dDd doesn’t do 
foreign policy.” 

A further reason for the Eoreign Office’s 
sense of impotence is that it has been un- 
comfortable with the government’s ap- 
proach to the EU. The perception that Brit- 
ain has become a semi-detached member, 
and perhaps fully detached if Mr Camer- 
on’s gamble of holding an in-or-out refer- 
endum in 2017 goes wrong, is hard to argue 
with. Although Britain has always pre- 
ferred a transactional approach to the eu, 
Mr Cameron has sought to do deals with- 
out forming the relationships that would 
make them possible. 

Erom his ineffective “veto” of a fiscal 
treaty in 20U to his ill-fated attempt to halt 
Jean-Claude Juncker’s campaign to be- 
come president of the European Commis- 
sion last year, Mr Cameron has repeatedly 
got it wrong, finding himself isolated with 
little to show for his intransigence. One rea- 
son for his failure is that when Mr Camer- 
on was battling for the Tory leadership a 
decade ago, he courted Eurosceptics by 
promising to leave the centre-right Euro- 
pean People’s Party group in the European 
Parliament. That cut him off from vital po- 
litical intelligence. 

Remaining outside the euro, while un- 
questionably a blessing for the economy, 
has also contributed to Britain’s separate- 
ness. But Charles Grant, director of the 
Centre for European Reform, believes that 
the euro is not the issue: “Look at Tony Blair 
at his best. The problem now is a lack of 
ambition. We are capable of leading on a 
range of issues-climate, energy, trade, the 
single market, defence, foreign policy. But 
too often we don’t even when we could.” 

Two of the Eu’s great achievements- 
the creation of the single market in the 
1980s and eastward expansion in the 
2000s-were championed by Britain. Its 
liberal, fre e-market instincts have coun- 
tered the protectionist tendencies of the ►► 
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A Tory titan retires 

William, it was really nothing 



The Conservatives bid farewell to a talented parliamentarian 



► French and others, while its permanent 
membership of the un Security Council 
and its nuclear deterrent have given the eu 
strategic heft. Those days now seem large- 
ly gone. Tough but fair pursuit of Britain’s 
national interest has been replaced by 
point-scoring and posturing, say Eurocrats. 

Mr Cameron’s promise of a referendum 
has done less damage than the rhetoric 
that has followed it. At times he has come 
close to disparaging the cherished princi- 
ple of free movement of European citizens 
across borders. The government’s anti-im- 
migration rhetoric has damaged relations 
with natural allies such as Poland, accord- 
ing to Mr Grant. (It has also annoyed well- 
to-do Indians, who used to send their chil- 
dren to British universities but now favour 
America.) 

The failure to nurture relationships 
with potential allies or to understand how 
the EU works might mean that Mr Camer- 
on gets less help in resetting the terms of 
British membership than he hopes for. Brit- 
ish ministers have a reputation for arro- 
gantly ignoring smaller member countries, 
while at least two larger ones, Spain and 
France, would not be all that sorry to see 
Britain leave the eu. Mr Heisbourg says: 
“The French elite finds living with the uic a 
pain. ‘Brexit’ is not an unpleasant prospect 
to some of them, if it means investors de- 
serting Britain.” 

One-legged stool 

It is possible that more money will be 
found for defence; that if the Conserva- 
tives win the general election they will go 
on to win a referendum on eu member- 
ship; that once the election is out of the 
way, the next government will make a con- 
certed effort to show that Britain can regain 
the confidence of allies and the respect of 
foes. But the converse is also possible. And 
it is hard to imagine that a minority Labour 
government supported in office by the 
Scottish National Party (snp) offers a hap- 
pier prospect. Ed Miliband beat his brother 
in the race to lead Labour partly by loudly 
(and retrospectively) opposing the Iraq 
war, while the snp wants to scrap Trident. 

Xenia Wickett, head of American affairs 
at Chatham House, a London think-tank, 
puts the view of Britain’s most important 
ally succinctly. As far as Washington is con- 
cerned, the relationship rests on a three- 
legged stool. The first is respect for Britain’s 
military and intelligence capabilities; the 
second is Britain’s eu membership; the 
third is Britain’s “soft power” in Washing- 
ton. There it has traditionally been both a 
trusted partner with a sometimes different 
perspective on world affairs, and one that 
sends a message internationally that 
America is not acting unilaterally. “Cuts in 
defence would crumble the first leg,” she 
says, and “leaving the eu would destroy 
the second. The third might survive, but 
stools don’t balance on one leg.” ■ 



T he high esteem in which William 
Hague is held was evident on March 
26th even amid the Conservative leader of 
the House of Commons’s shabby last act. 
To mark the end of the parliament, which 
also concluded his 26-year-long career as 
an MP, Mr Hague launched a surprise, 
failed, bid to oust the speaker, John Bercow, 
who many Tories dislike. It was typical of 
the Tories’ bungling in Parliament; but, 
MPS tutted, also an unseemly exit for one 
of its best performers of modern times. 

They were wrong. Because the 54-year- 
old Yorkshireman was following party or- 
ders-and that, even more than his laconic 
drawl and brilliance at the dispatch box, 
epitomises his career. The episode was 
also typical of the sort of orders Mr Hague 
has often had to follow, as an absurdly 
young Welsh secretary under John Major, 
as his successor as party leader, and, be- 
tween 2010 and 2014, as foreign secretary. 

So what did he achieve? In an interview 
in his parliamentary office, Mr Hague 
names, without hesitation, a law he got 
passed in 1995 to outlaw discrimination 
against the disabled as his proudest legisla- 
tive achievement. His spell as party leader 
(“I don’t regret taking the leadership on, or 
giving it up; somebody had to do it”) is 
harder to enthuse about. After a stab at 
forging a kinder Conservatism-which re- 
mains elusive-he fell back on Euroscepti- 
cism, was humiliated in the 2001 election 
and resigned. That he remained an mp was 
an act of courage, which he burnished 
with dazzling speeches and unshakable 
loyalty to his successors. David Cameron, 
who took the helm in 2005, called him the 
Tories’ deputy leader in all but name. 

This made Mr Hague the most power- 
ful foreign secretary since Tony Blair, a 
globe-trotting prime minister, emasculated 
the job. Even in a time of cuts- which Mr 
Hague ensured were lighter at the Foreign 
Office than they might have been-he had 
an opportunity to strengthen his office 
(“the best job in the world”) and Britain’s 
place in the world. He did not really take it. 

He did some excellent things-restoring 
confidence to a department he found to be 
“shockingly” demoralised, including 
through a renewed emphasis on learning 
languages and other lapsed skills. He also 
expanded its operations, opening 20 mis- 
sions, especially in India and China, the fo- 
cus of a commercial push. He was also 
bold, early on, supporting Mr Cameron’s 
championing of the Arab spring, including 




Sonorous and serious 



the intervention in Libya in 2011. Mr Hague 
describes their failure to win parliamenta- 
ry support for strikes on Syria’s regime in 
2013 as one of his “worst experiences”. 

But after that setback Mr Cameron 
seemed to lose interest in the world. And 
Mr Hague did nothing obvious to fill the 
gap. He did not demur when Mr Cameron 
ordered a pullout from Afghanistan more 
abrupt than Britain’s allies wanted. “We 
would have been there for decades” other- 
wise, he says; nato only wanted Britain to 
stay, with a tiny force, for a year or two. 

Mr Hague’s absence from the early 
Franco-German efforts to end the Ukraine 
crisis seemed similarly indicative of 
shrunken ambition. “You can’t be every- 
where”, he protests. But when it comes to 
tackling the continent’s biggest security 
threats, Britain should always be with its 
main European allies. That Mr Hague was 
meanwhile more prominent in campaign- 
ing against rape in war, often alongside the 
film star Angelina Jolie, seemed a bit odd. 
The cause was important, but there was lit- 
tle in the history of such campaigns to sug- 
gest it would succeed, and the foreign sec- 
retary was required elsewhere. 

He retires to a pile in Wales and the 18th 
century, about which he writes fine books. 
It has been a thoroughly commendable po- 
litical career; but, especially when set 
against Mr Hague’s gifts, not a great one. ■ 



56 Britain 



The Economist April 4th 2015 



Bagehot | Pricking the bubble 



Britain’s mainstream politicians cannot scare voters, so they had better start impressing them 




Labour”. Given that Nick Clegg is the leader of the Liberal 
Democrats, that might sound rather obvious. But as it did not stop 
Mr Illingworth voting for him in 2010, he is pointing, with York- 
shire brevity, to a more sophisticated explanation. The Lib Dems’ 
grip on the prosperous Sheffield suburb, which they took from 
the Conservatives in 1997 and hold with a 15,000-vote majority, 
was based on uniting left-wing voters against a common enemy. 
But then Mr Clegg got into bed with that Tory foe, and his base 
crumbled. Thousands of Lib Dem voters-of-convenience, such as 
Mr Illingworth, have gone grumbling back to Labour. 

Constrained by coalition-for example, into allowing a rise in 
university tuition fees he had foresworn-Mr Clegg has since lost 
more support. One opinion poll shows a huge swing to Labour in 
Sheffield Hallam, putting him three points behind its candidate, 
Oliver Coppard. A softly spoken local, Mr Coppard is now work- 
ing hard to spread the message that he is “not Nick Clegg”. (“Any 
thoughts on your mp?” he asks at every door.) 

It is nothing personal. Mr Clegg is the mp voters would most 
like to have a drink with and, according to users of the website 
Mumsnet, have sex with. His troubles mainly illustrate how un- 
used Britons are to coalitions. But they also show what a fragile 
base negative voting, which in recent decades has fuelled the Lib 
Dems’ rise, makes. It is therefore surprising that Labour and the 
Tories are desperate to emulate the tactic. To break their deadlock, 
both are appealing to voters less on the strength of their plans for 
Britain than on a built-on-sand basis of what they are not. 

David Cameron says a vote for the right-wing uic Indepen- 
dence Party (ukip) is a vote for Ed Miliband. That is at least logical: 
if forced to choose, most ukip voters would pick the Tory leader 
over his Labour rival. A comparable claim by the Scottish Labour 
leader Jim Murphy, that a vote for the leftist snp is a vote for Mr 
Cameron, is more dubious. If, as looks likely, the snp grabs most 
of Labour’s 41 Scottish seats, it would support a Labour govern- 
ment, not deny it power. Yet both negative claims point to an im- 
portant truth about this campaign. 

Instead of going after each other’s votes, by making the mod- 
erate pitch to the centre honed by their predecessors, both big par- 



ties are trying to scare voters back from the more dynamic and 
unstable margins, where ukip and the snp reside. Their method 
is to stir fear of a common enemy, just as the Lib Dems did. But 
even in the ukip case, this is unlikely to pay off. 

That is partly because Britain’s fracturing vote is throwing up 
so many options for tactical voting the electorate is as likely to be 
befuddled as scared by Mr Cameron’s and Mr Murphy’s warn- 
ings. While Mr Murphy tries to rally the Scottish left, grassroots 
campaigners-such as Forward Together and Scotland’s Big 
Voice-are trying to rally unionists against the snp. Down south, 
pragmatic Tories, in Stop Labour, are trying to rally the right, in 88 
constituencies, to whichever party, ukip or the Tories, looks like- 
lier to win. To keep ukip out, some liberals will no doubt also 
switch between the big parties-from Labour to the Tories in 
places like Newark, where Labour has no chance; from the Tories 
to Labour in seats such as Great Grimsby, which ukip could take. 

Another reason to drop the scare tactics is that, set against the 
structural cause of this great fragmentation, they look utterly in- 
adequate. Even if most snp supporters prefer Labour to the Tories 
and most ukip voters prefer the Tories, that is no longer their 
whole choice. Fractured by devolution, coalition, resurgent na- 
tionalism and a deep sense of economic malaise, Britain finds it- 
self with a multiparty system. Its leaders cannot change that by 
trying to scare voters back to allegiances they have already dis- 
pensed with. Research by Stephen Foster of Oxford University 
suggests switchers from Labour to the snp have only a mild pref- 
erence for their old party over the Tories. Troublingly for union- 
ists, it also suggests most Scottish Tory, Lib Dem and Labour vot- 
ers do not prefer each other’s parties to the snp. 

Instead of wrestling each other into further decline, in what is 
already a dismally negative campaign. Labour and the Tories 
need to reflect on what is pushing their voters away. The answer is 
that, for all the “nats” are little Scotlanders, the “Kippers” little En- 
glanders and the Greens a little crackers, all have a clear and posi- 
tive vision of a kind the mainstream parties struggle to offer. 

Disgruntled, but open to a good offer 

This cannot be fixed by May; the post-financial-crash complex- 
ities, which are at the core of the problem, are imposing. On the 
right, the weakness of Britain’s economic model has discredited 
the laissez-faire management Tories hanker after, even as it has 
stymied their effort to shrink the state and exacerbated the in- 
equality they always struggle to respond to. Under Mr Miliband, 
Labour has devoted himself to these issues, but its fixes-involv- 
ing more regulation and other bad news for business-are dreary 
and unconvincing. These problems are hardly exclusive to Brit- 
ain, and solving them will take time. But there is much Britain’s 
established politicians can do to improve their pitch meanwhile. 

They need to be hopeful, not negative; strategic, not tactical; 
and more candid, by admitting errors as well as boasting about 
success. Voters are likelier to associate these qualities with the 
adept SNP and ukip leaderships than with Labour or the Tories, 
which is another reason for their struggles. Mr Cameron and Mr 
Miliband need urgently to learn from that; if they can, they would 
find that voters give them a surprising hearing. Because the up- 
side of people’s unwillingness to be corralled by politicians is 
that most are not terribly committed to any party. That includes 
Mr Illingworth, who is less set against Mr Clegg than he at first 
suggests. “To be fair, the one thing he got right,” he muses, “was 
that business about the tuition fees.” ■ 




A child’s long-term well-being is more profoundly shaped by influences in 
pregnancy than used to be realised 



Prenatal health and life outcomes 

Unequal beginnings 



H alf a century ago doctors saw the fe- 
tus as a “perfect parasite’-absorbing 
what it needed but sealed off in the womb 
from any harm done to the mother. About 
half of American women smoked through 
pregnancy. When babies were born with 
the damage now described as fetal-alcohol 
syndrome, heredity was blamed. 

Since then it has become a common- 
place that healthy habits and good nutri- 
tion during pregnancy make it less likely 
that a baby will be born early underweight 
or ill. Now a growing body of research is 
showing that problems caused by the pre- 
natal environment may not be apparent at 
birth, but can resonate throughout life. In- 
fections, hunger, stress and air pollution 
have been implicated in a host of long- 
term problems for those exposed to them 
in utero, including bad health, poor school 
results and lower earnings. Even relatively 
minor exposure can increase the odds of 
suffering from chronic disease or disability. 

Long-term consequences, by definition, 
take time to become apparent. And preg- 
nant women cannot be randomly as- 
signed to suffer different types of adversi- 
ty- which can, anyway, be correlated 
either with each other or with inherited 
traits. So some of the strongest evidence 
has come from comparing those in the 
womb during sudden calamities such as 
famines, natural disasters and environ- 
mental accidents with those born just be- 
fore or after. This approach untangles the 



effects of environment from those of genes 
or upbringing. Comparisons between en- 
tire cohorts should mean that those who 
were affected are the same as those who 
were not in every respect except their envi- 
ronment. That permits researchers to draw 
inferences about the effects of harms in- 
flicted in utero on individuals rather than 
groups. 

The 1918 influenza pandemic affected a 
third of all American women of child- 
bearing age. Fifty years on, those who had 
been in the womb at the time had done 
worse in school and were earning less 
than those slightly older or younger. The 
men were 20% more likely to be disabled. 
Similarly, babies born to Dutch women 
who were pregnant during the 1944-45 
“hunger winter”, when the Nazis blocked 
shipments of food to the occupied western 
provinces of the Netherlands, were more 
prone in adulthood to a host of health pro- 
blems, including obesity, heart disease, di- 
abetes, schizophrenia and depression. 
And Swedes born in the months after the 
1986 Chernobyl nuclear accident, which 
sent radiation-bearing dust clouds across 
swathes of the country, were 40% more 
likely to fail in middle school than those 
born just before or after, even though they 
were exposed to radiation at doses now 
considered harmless, and their physical 
health did not seem to be affected. 

Less extreme events can also have long- 
term effects. A study from Sweden found 



that the children of women who had lost a 
relative while pregnant grew up to be more 
likely to suffer attention deficit disorder, 
anxiety or depression. Another, of Bangla- 
deshi and Pakistani families in England, 
found that children whose first trimester in 
the womb coincided with Ramadan, 
when observant Muslims fast from sunrise 
to sunset, lagged behind educationally 
when they were seven-even though only 
some pregnant Muslims observe the fast. 
The negative effect on school performance 
was of similar size to the positive one asso- 
ciated with America’s Head Start, an early- 
years education programme. 

One explanation for such ill effects is 
that poor prenatal health retards the 
growth of the fetus or causes premature 
birth. Pregnant women who live in areas 
with badly polluted air are more likely to 
give birth early and their children are on 
average smaller. Underweight newborns 
are more prone to the same types of ills 
that are linked to fetal-origins effects. 

Nurture meets nature 

But not all of the long-term harm caused by 
prenatal suffering can be linked to birth 
weight, suggesting that something else is at 
work. One theory is that adversity during 
pregnancy “switches on” genes that pre- 
dispose an unborn child to chronic illness. 
The long-vaunted distinction between na- 
ture and nurture is therefore “outdated and 
unhelpful”, says Janet Currie of Princeton 
University’s Centre for Health and Child 
Wellbeing. Poor nurture during pregnancy 
can worsen the hand that nature has dealt. 

One sobering conclusion is that chil- 
dren born to poor mothers are at an even 
greater lifelong disadvantage than previ- 
ously thought. Poorer people are more like- 
ly to go hungry and less likely to know 
what pregnant women should eat. In 
America, nearly a third of black, unmar- ►► 
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► ried expectant mothers who did not gradu- 
ate from high school gain less than the rec- 
ommended amount of weight during their 
pregnancies-twice as high as the share for 
white, married women with college edu- 
cation. A life in poverty is all too often a life 
of chronic stress. American women who 
earn less than $25,000 a year are two-and- 
a-half times more likely to suffer domestic 
violence than those who earn more. 

In developing countries newborn ba- 
bies face a wide range of hazards that they 
were protected from in the womb, at least 
partly. These include dirty water, gross un- 
dernourishment and infectious disease. 
That is why development experts empha- 
sise the importance of the “first 1,000 
days”-the nine months spent in the 
womb and the first two years outside it. In 
the rich world, small babies face fewer 
risks. The time spent in utero is therefore 
relatively more significant. 

But in the fetal-origins hypothesis there 
also lies one policy advantage. Many of the 
stresses known to damage fetuses can be 
ameliorated by better health education, 
nutrition supplements and targeted subsi- 
dies. Food vouchers have been shown to 
reduce the incidence of low birth weight 
among poorer women. Tanzanian chil- 
dren who were in utero during iodine-sup- 
plement programmes did better in school; 
the gains were equivalent to six months of 
extra schooling. A monthly nurse-visiting 
scheme in America for poor unmarried 
first-time expectant mothers, which start- 
ed when they first came to a clinic for pre- 



Smokingln pregnancy 

Huffing and puffing 



C IGARETTE packets in France will soon 
carry a logo warning pregnant wom- 
en of the dangers of smoking. The addition 
was prompted by recent data finding that 
18% of French expectant mothers admit to 
smoking right through pregnancy-more 
than in many other rich countries, where 
fewer women smoke to start with (see 
chart). The true figure may be higher: 
blood tests suggest that many pregnant 
smokers lie about their habit-in studies in 
Scotland, as many as a quarter. 

Most women who smoke give up when 
they learn that they are pregnant. Getting 
the rest to follow is hard. The usual ap- 
proach is to tell them at their first prenatal 
visit that smoking is bad for the baby, en- 
courage them to call a helpline and offer 
counselling. Some countries subsidise nic- 
otine patches for pregnant women. The 



natal care and continued until their chil- 
dren turned two, led to fewer delinquent 
adolescents. 

It can take a long time for environmen- 
tal policies to have an impact. But housing 
subsidies that allow poor pregnant wom- 
en to move away from highly polluted ar- 
eas can help fast. Even stress during preg- 
nancy can be reduced. In America and 
Canada, cash transfers to poor families 
with young children have improved moth- 
ers’ mental health. An American law that 
mandated 12 weeks of unpaid maternity 
leave for some working women cut the in- 
cidence of premature births. Cracking 
down on domestic violence by reducing 
the discretion of police and prosecutors 
not to proceed with cases, and increasing 
community resources for victims, have 
also led to higher birth weight. 

Making sure women realise early that 
they are pregnant can help to avoid unnec- 
essary risks. Nearly half of pregnancies in 
Britain are unplanned, and many women 
binge-drink before they know they have 
conceived. Alaska is installing free preg- 
nancy-test dispensers in bars in an attempt 
to cut the rate of fetal-alcohol syndrome. 
Increasing access to family planning by in- 
cluding contraception in health-insurance 
programmes for the poor can help make 
unintended pregnancies rarer. Well-de- 
signed and targeted interventions can be 
very cost-effective, points out Douglas Al- 
mond of Columbia University. Fetal-ori- 
gins effects are often large-and pregnancy, 
after all, lasts just nine months. ■ 



more of these steps are included, the high- 
er the success rate. But even the best pro- 
grammes get only a tiny fraction of this 
rump of smokers to break the habit. 

Mental-health problems, poverty and 
domestic abuse all make quitting harder. 
Poor medical advice may, too: in several 
countries, including Britain, Bulgaria and 
France, some women may be told that a 
few cigarettes a day are better than the 
stress of cold turkey. That may be the least 
bad advice for the hopelessly addicted. But 
it is being given too readily. When health 
workers smoke themselves they may also 
be less zealous-and less credible. Surveys 
in 2009-10 found that a fifth of Spanish and 
Italian medical students smoked, and al- 
most half of Bulgarian ones. 

Some women still believe, despite 
what they hear, that smoking will not 
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harm their unborn child. They may have 
smoked during an earlier pregnancy and 
argue that since the older child seems fine, 
the younger one will be, too. Such faulty 
logic can be reinforced by families and 
peer groups. In some poor areas of Britain a 
quarter of pregnant women smoke-more 
than twice the national rate. Just one in a 
hundred college-educated American 
women smoke while pregnant, against 17% 
of high-school dropouts. It is important to 
help expectant fathers to quit, says Carlo 
DiClemente of MoOuit, a Maryland smok- 
ing-cessation centre. If they keep smoking 
their partners probably will, too. 

One promising approach is paying 
women to quit. A recent trial in Scotland 
gave up to £400 ($590) in shopping vouch- 
ers for women who stayed off cigarettes 
until their babies were born, as well as the 
usual package of counselling and nicotine 
patches. The success rate rose from 9% to 
23%. If further trials show similar results, 
the scheme may go nationwide. Even 
smaller amounts may help: the state of 
Maryland recently started giving pregnant 
women who call a smoking-cessation ser- 
vice up to $90 in shopping vouchers that 
can be used to buy items for the baby. To get 
the full amount they must keep calling 
after the baby is born. (Figures from many 
countries suggest that at least half those 
who quit during pregnancy start again 
soon after giving birth.) 

Such bribery could pay off in the long 
run. In America smoking-related medical 
costs for a mother and baby in the first year 
after birth average well over $1,500. Brit- 
ain’s National Health Service is estimated 
to spend between £2om and £88m a year to 
treat such health problems. But the best 
way to ensure that women do not smoke 
when pregnant is to ensure that fewer light 
up in the first place. ■ 



Correction. In our article on development goals ("The 
good, the bad and the hideous", March 28th), we said 
that fossil-fuel subsidies cost $50 billion a year. In fact 
they cost $550 billion. This has been corrected online. 



Some expectant mothers struggle to quit smoking. What can help? 





Microsoft at middle age 

Opening Windows 



REDMOND ANDSAN FRANCISCO 

A once-dominant software giant is determined to prove that life begins again at 40 



44 TT 7 HAT are you on? The ‘fuck Win- 

W dows’ strategy?” Back in the late 
1990s, when Bill Gates was still Microsoft’s 
boss, any employee who had the temerity 
to suggest something that could possibly 
weaken the firm’s flagship operating sys- 
tem was sure to earn his wrath. Even after 
Steve Ballmer took over from Mr Gates in 
2000, that remained the incontestable law 
at the company’s headquarters in Red- 
mond, in Washington state. Everything Mi- 
crosoft did had to strengthen Windows, to 
make it ever more crushingly dominant. 
Many of the company’s best innovations 
were killed because of this “strategy tax”, 
as it was known internally. 

Today the rules are different in Red- 
mond. The new boss who took over last 
year, Satya Nadella (pictured, centre, with 
Mr Gates to the left and Mr Ballmer on the 
right), recoils when he hears the term 
“strategy tax” and says he now tells his 
staff simply to “build stuff that people 
like”. Some of the things he has done 
would surely have been seen by his two 
predecessors as “fuck Windows” strat- 
egies. Office, the company’s popular suite 
of word-processing, spreadsheet and other 
applications, now runs on mobile devices 
that use competing operating systems. The 
company is embracing free, “open-source” 
software, which it used to regard as anathe- 
ma. At an event in San Erancisco last Octo- 
ber Mr Nadella showed a slide that read: 
“Microsoft loves Linux”. In contrast, Mr 



Ballmer once called the open-source oper- 
ating system a “cancer”. 

As Microsoft celebrates its 40th birth- 
day on April 4th, its executives and share- 
holders will be looking back wistfully to 
their company’s lost youth. Born in the 
year that Captain 8? Tennille topped the 
American charts with “Love Will Keep Us 
Together”, by its 20s it had leapt ahead of 
the stumbling behemoth of information 
technology, ibm, only to slow in its 30s and 
be overtaken by its eternal arch-rival, Ap- 
ple, a company barely a year younger than 
itself (see charts, next page). 

Mr Nadella’s formula for reinvigorating 
Microsoft is to move as quickly and as far 
as possible away from being a Windows- 
only company to be a global network of 
giant data centres that provide a broad 
range of online services for companies and 
individuals. So far he has done well in be- 
ginning to turn round a supertanker of a 
company, with 123,000 employees and $87 
billion in annual revenues. 

Microsoft’s transition is being watched 
by other tech giants, old and new-because 
they are either going through similarly 
wrenching changes or worry that they 
may have to reinvent themselves in the fu- 
ture. Cisco, EMC, Hewlett-Packard, Oracle, 
IBM and SAP-all these have to navigate 
the shift from a world where computers 
lived on people’s desks or in companies’ 
basements to one in which number- 
crunching mostly resides in the “cloud”. 
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meaning remote data centres, and in peo- 
ple’s hands, in the form of mobile devices. 

Amazon, Apple, Eacebook, Google and 
others like them are constantly on guard 
for the emergence of a new technology 
“platform” that allows rival businesses to 
build applications that lure away their cus- 
tomers. That is why the n-year-old Eace- 
book recently spent $22 billion on Whats- 
App, a fast-growing messaging service, and 
$2 billion on O cuius vr, a maker of virtual- 
reality headsets. 

That Microsoft is just about Windows 
has always been somewhat of a simplifica- 
tion. A more accurate image is that the op- 
erating system was the core of a tight bun- 
dle of programs the firm built over the 
years. After Windows had achieved domi- 
nance of desktop personal computers in 
the 1980s, it was packaged with Office, 
which became just as ubiquitous. As high- 
powered PCS, called servers, became stan- 
dard equipment in companies’ internal 
data centres, Microsoft repeated the trick: it 
created a suite of server software, includ- 
ing e-mail systems, databases and all man- 
ner of other business applications, that 
were tightly integrated with Windows. It 
was this bundling that helped Microsoft 
overtake ibm as the most valuable tech 
company in the mid-1990s. 

All the programs can be made to work 
with rival products, but work best together. 
That boosted Microsoft’s business (and got 
it into antitrust troubles)-but has also 
been a benefit for customers. Yet as com- 
puting is moving into the cloud, this model 
is breaking down. Software is becoming a 
service delivered over the internet and 
mostly based on open standards. “It is easi- 
er than it has ever been to use programs 
from multiple vendors,” explains George 
Gilbert of Tech Alpha Partners, a consulting 
firm. “And the idea of an operating system 
is much less relevant.” ►► 
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► Ironically, Microsoft was among the 
first software firms to recognise the poten- 
tial of cloud computing. But its vision was 
distorted by its obsession with protecting 
its existing product line. So from 2006, 
when it began working on Azure, its cloud- 
computing service, it was mainly an online 
replication of Microsoft’s bundle of propri- 
etary programs. That left open a market for 
other cloud providers-in particular Ama- 
zon-to sell businesses raw computing 
power, on which they could run whatever 
mix of programs they wished. Likewise, 
Microsoft was among the first to see the 
promise of hand-held computers, as smart- 
phones were once called. But it tried to 
force users to run Windows on them, rath- 
er than developing a new operating system 
better suited to mobiles, as Apple did. 

Before becoming chief executive Mr 
Nadella had been in charge of Azure, and 
he revived its flagging fortunes by cutting 
the price of its cloud services and letting 
customers use their own choice of soft- 
ware. Since assuming the top job, besides 
making Office available on Apple and An- 
droid mobiles, he has moved it towards a 
“freemium” model: for personal users 
(though not businesses) the basic version 
costs nothing, but you pay for extras. Un- 
der Mr Nadella the company is showing 
flexibility in other ways, such as by cutting 
deals with rivals. For instance, users of the 
online version of Office, called Office 365, 
can now save their files on the servers of 
Box, another cloud-storage firm. “They 
used to treat us like arch-enemies,” says 
Aaron Levie, Box’s boss. 

Mr Nadella is also seeking to rejuvenate 
Microsoft’s internal culture, to make it 
more like the startup it was back in the days 
of flared trousers and outsized lapels. Far 
from having them stamped on. Micro- 
softies are now encouraged to test their 
“wild ideas” on a public website called 
Garage. It rushes early versions of products 
out of the door, so customers can try them 
out, and help spot any bugs. Microsoft has 
also bought some hot young startups. One 
such is Mojang, the maker of Minecraft, a 
popular online game. Another is Acompli, 
whose e-mail app has been renamed Out- 



look and is now Microsoft’s e-mail service 
for Apple and Android mobiles. 

Yet Mr Nadella’s biggest achievement 
so far is that he has given Microsoft a coher- 
ent purpose in life, as it enters its fifth de- 
cade. He sums it up in two mottos. One is 
“mobile first, cloud first”: since these are 
where the growth is going to come from, all 
new products need to be developed for 
them. The other is “platforms and produc- 
tivity”. Windows is still an important plat- 
form, and Office still an important set of 
productivity tools. But Azure is an increas- 
ingly significant, and more flexible, plat- 
form. And among a new range of produc- 
tivity applications Microsoft offers is 
Cortana, an intelligent personal assistant 
much like Apple’s Siri and Google Now. It 
already recognises natural language, an- 
swers questions and issues reminders; in 
future it will increasingly anticipate what a 
user needs, for instance by pulling together 
the documents for a meeting. 

Talent competition 

Although industry observers mostly 
praise what Mr Nadella has done so far, 
they have several nagging questions. One 
is about talent. “Microsoft has lost a lot of 
great people,” explains Marco lansiti of 
Harvard Business School. Although it has 
also gained fresh blood by buying startups, 
it will have to work hard to keep up in the 
battle to hire the best programmers. An- 
other problem may be the quality of its 
software. In the past Microsoft has worked 
hard to prove to commercial customers 
that its programs are reliable, says Rob 
Helm of Directions on Microsoft, a re- 
search firm. As it tries to function like a star- 
tup, releasing products early and often, 
they may become less “trustworthy”, to 
quote another of Microsoft’s mottos. 

What should happen to Microsoft’s 
other businesses is also an open question. 
Analysts have called for them to be hived 
off. Bing, the firm’s search engine, seems 
safe: after losing billions, it will soon be 
profitable; and it provides important data 
inputs for Cortana and other services. The 
Xbox, a gaming console, is recovering from 



misguided attempts to turn it into a hub for 
the digital living room. But Nokia’s hand- 
set business, which Microsoft bought last 
year to save the last big maker of Windows- 
powered phones, now looks like a mistake 
after the changes in the firm’s strategy. 

The biggest question is about Micro- 
soft’s finances. As people and businesses 
buy ever fewer, and cheaper, pcs, the rev- 
enues from Windows are falling. In the 
quarter to December 31st they were down 
by 13% on a year earlier. Sales in the com- 
mercial cloud business, including Office 
365, more than doubled year-on-year, to 
reach an annual run-rate of $5.5 billion. But 
this is only a small fraction of total rev- 
enues, and the division is still thought to be 
losing money. Furthermore, says Rick Sher- 
lund of Nomura, an investment bank, it is 
unclear how newer applications, such as 
Cortana, will make a living. “The business 
models have yet to be invented.” 

They are unlikely to be as much of a 
cash cow as Windows and Office, which 
still generate 44% of revenues and 58% of 
profits. The gross margin of classic Office is 
90%; that of Office 365 is currently only 
53%. In other cloud businesses profits will 
be elusive, given the intense competition 
from Amazon, Google and increasingly 
IBM. Citigroup, another bank, recently esti- 
mated that Amazon’s margin in the cloud 
was between -2% and -3%. In other busi- 
nesses Amazon has shown a high toler- 
ance for losses as it strives for growth. 

As other tech firms, young and not so 
young, seek to learn from Microsoft’s mid- 
dle-aged decline, the main lesson they will 
draw is that it was too protective, for too 
long, of its main franchise, which led it to 
ignore threats that eventually became un- 
ignorable. Mr Gates was most to blame for 
this; Mr Ballmer was adept at continuing to 
milk the Windows cash-cow for longer 
than might have been expected, but he too 
was slow to respond to the rising threat 
from the moves to mobile and the cloud. 
Now Mr Nadella is having to move rapidly 
to dispel the impression, among custom- 
ers, analysts and tech talent, that his com- 
pany’s better days are behind it. ■ 
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Steelmaking 

Twin peaks 



SHANGHAI 

China’s steel production and 
consumption may soon start falling 

F or three decades China has been a 
steelman’s paradise. Years of double- 
digit economic growth and relentless ur- 
banisation gave the country an increasing 
appetite for the alloy. Steel went into every- 
thing, from buildings and infrastructure to 
cars and appliances. Consumption in Chi- 
na has risen at an average rate of 15% a year 
since the turn of the century and at 689m 
tonnes last year it made up almost half of 
the world’s total usage. 

Alas, the ferrous fiesta may soon fade. 
China’s annual growth rate has slowed 
from double-digit figures to around 7%. The 
massive investments in infrastructure that 
the government unleashed as a stimulus 
response to the global financial crisis are 
subsiding. Property markets around the 
country are cooling fast, leaving develop- 
ers with a nasty debt hangover. 

The upshot is that China may be close 
to “peak steel”. Analysts at Morgan Stanley, 
an investment bank, believe that this is the 
year in which the country’s consumption 
and production will reach its apex, to de- 
cline gently thereafter (see chart). Zhang 
Guangning, chairman of the China Iron 
and Steel Association, recently declared 
that “China’s steel production has already 
hit a peak.” 

For the handful of big firms that pro- 
duce most of the world’s iron ore, the raw 
material for steel, such arguments are hard 



to swallow. BHP Billiton, an Australian 
miner, insists that Chinese demand will 
keep growing robustly for years. Sam 
Walsh of Rio Tinto, a British colossus, has 
predicted that steel production in China 
will keep rising and eventually reach 1 bil- 
lion tonnes a year (compared with about 
823m tonnes last year). But such notions 
may prove to be wishful thinking. By one 
estimate, these and other mining firms 
have together splashed out $120 billion 
since 2011 on new iron-ore deposits. 

In a sign of how China’s cooling de- 
mand for steel is affecting ore miners, last 
month Fortescue, an Australian company, 
was forced to call off a $2.5 billion bond is- 
sue, having days earlier tried to raise the 
same amount through the loans market. 
ciTic, China’s largest state-run conglomer- 
ate, recently announced that its net profits 
fell by nearly 18% last year thanks in part to 
the troubled iron and steel markets. It was 
forced to take an impairment charge of $2.5 
billion on a massive iron-ore project in 
Australia that has run into delays and cost 
overruns. 

Aside from the risk of undermining the 
rationale for investments such as these, 
what are the potential knock-on effects of 
China hitting peak steel? Trade wars, for a 
start. Unable to peddle all of their output at 
home, Chinese steel producers have been 
exporting increasing quantities-to the 
consternation of producers elsewhere, 
who accuse them of dumping, mbps, a 
consulting firm, estimates that China ex- 
ported more than 90m tonnes of steel last 
year, which is greater than the entire out- 
put of America’s steel industry and was a 
rise of over 50% on the previous year. Ex- 
ports are continuing to surge this year. 

Western steelmakers are pressing their 
politicians to protect them against the 
wave of cheap Chinese imports. On March 
25th the European Union said it would im- 
pose anti-dumping duties of up to 25.2% on 
various stainless-steel products from Chi- 
na, as well as from Taiwan, after European 
steelmaking’s trade body, Eurofer, accused 
mills in both countries of unfair dumping. 
The next day, the bosses of America’s steel 
companies went to Capitol Hill to press 
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their congressmen to take similar action. 
Unless China finds ways to moderate its 
exports (the recent elimination of an ex- 
port-tax rebate on certain steel alloys may 
help, for example), these grumbles may 
end up at the World Trade Organisation. 

The bigger impact, though, could be in 
China itself Its steel industry is highly frag- 
mented, woefully inefficient and bur- 
dened with excess capacity. The central 
government has tried to force the many 
state-supported firms to consolidate, but 
recalcitrant provincial officials keen on 
preserving local jobs have scuppered such 
efforts. There are reports that the industry 
ministry is preparing a fresh push to re- 
structure Chinese steelmaking by making 
it easier for troubled mills to go bust. 

A sign of the central government’s de- 
sire for a shakeout is its recent decision to 
end a long-standing ban on foreign inves- 
tors owning majority stakes in local steel 
firms. In the current climate, however, it 
seems unlikely there will be any great rush 
by foreigners to buy them. Even though 
senior industry figures such as Mr Zhang 
are acknowledging that the good times are 
over, it may yet be some time before eco- 
nomic logic prevails in the Chinese steel 
business. ■ 



Startups in Mexico 

Techs-Mex 



GUADALAJARA 

A nascent tech hub may succeed by 
solving local problems 

AN ON-CALL masseuse is the clearest 
X^sign of Kueski’s ambitions to be a Sili- 
con Valley-style tech star, perks and all. But 
the startup, which lends money to middle- 
class people starved of credit, is based not 
in San Francisco but a four-and-a-half hour 
flight to the south, in Guadalajara-a Mexi- 
can city more associated with tequila, con- 
servative families and Catholicism than 
the modern religion of entrepreneurship. 

Guadalajara has long been a magnet for 
American electronics firms. Motorola ar- 
rived here in 1968, followed by ibm, Hew- 
lett-Packard and various contract manufac- 
turers, all of whom produced mainly for 
export. According to Erik Peterson of Ora- 
cle, an American technology firm that 
opened its third global development cen- 
tre here in 20U, the city is now progressing 
from churning out hardware in bulk to cre- 
ating software, somewhat like a textile fac- 
tory moving into designing its own 
clothes. “It’s the most tightly knit tech com- 
munity in Latin America,” he says. Last 
year Jalisco, Guadalajara’s home state, ex- 
ported almost 25 times as much tech as te- 
quila, in dollar terms. ►► 
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► To foster the rise of a Valle de Silicio 
south of the Rio Grande, in February Presi- 
dent Enrique Pena Nieto pledged 300m pe- 
sos ($2om) this year to start building a “Cre- 
ative Digital City” in central Guadalajara. 
Ricardo Alvarez, a researcher at the Massa- 
chusetts Institute of Technology and a pro- 
moter of the project, says Guadalajara has 
many of the ingredients to become a tech 
cluster, but “it’s not a done deal yet”. One 
thing it doesn’t lack is chutzpah, though. A 
banner outside the airport welcomes visi- 
tors to “The land of entrepreneurs”. 

Such claims bring a smile to the face of 
Andy Kieffer, an American venture capital- 
ist who moved to Guadalajara from San 
Francisco in 2008. The business climate 
could not be more different, he says. In Sil- 
icon Valley, everyone is from somewhere 
else; in Guadalajara, families stretch back 
generations. In the Bay Area, dropouts 
rule; in Guadalajara, without a university 
title a secretary will not let you through the 
door. In Silicon Valley, success is celebrated 
to the point of self-adulation; in Guadala- 
jara, it is hidden, partly to stop criminals 
putting you on their hit lists. 

Yet entrepreneurship in a place without 
a culture of business innovation is not as 
impossible as it sounds. Though Mexicans 
may not be about to create the next global 
hit such as Facebook or Uber, they have 
plenty of room to deploy technology to im- 
prove efficiencies in their country’s lum- 
bering “old economy”. For instance, its 
banks are so risk-averse that only 15% of 
Mexicans have a credit card and just 5% 
have access to an overdraft, says Adalberto 
Flores, Kueski’s chief executive. His firm 
analyses data, such as the number of so- 
cial-media friends someone has, that pro- 
vide a gauge of trustworthiness, and offers 
promising customers loans averaging $150 
for periods that average 22 days. 

Voxfeed, another local startup, has just 
raised a second tranche of venture capital, 
according to its backers. Its aim is to drag 
Mexico’s $5 billion-$7 billion a year adver- 
tising business into the digital age. Mexico 
is way behind its northern neighbour in 
switching from traditional marketing 
methods to online and smartphone ads. 
Many advertisers, for example, still use 
“yellow pages” paper directories or stick 
billboards on the sides of lorries. Yet Mexi- 
co has one of the world’s highest participa- 
tion rates on social networks. In a digital 
version of word-of-mouth advertising, 
Voxfeed pays people with an influential 
presence on Twitter and other networks to 
recommend places and products. 

This sort of thing is exactly what Mexi- 
can startups should focus on, says Mr 
Kieffer: instead of trying to invent some- 
thing completely new, they should disrupt 
sleepy Mexican industries. For example, 
trucks and trains often travel to the United 
States full of exports but return empty, 
even though Mexico imports all manner of 



things, from machinery to meat, from its 
northern neighbour. This demonstrates 
that there is scope for using technology to 
modernise the logistics business. Few of 
Mexico’s hotels, apart from the priciest 
ones, offer online bookings-so they are 
left with empty beds. Mr Kieffer says it is 
like America was decades ago. Instead of 
using technology to find customers and 
suppliers, “Businesses in Mexico are used 
to working in a few relationships where 
everyone knows and trusts each other. 
That is breaking down.” 

Guadalajara has rivals. Mexico City 
and Monterrey, each of which has a longer- 
established business culture, are also pro- 
moting tech startups. The Pool, a vibrant 
entrepreneurs’ club that runs in both cities, 
introduces startups’ founders to estab- 
lished businessmen, in a bid to make up 
for the shortage of venture capital in Mexi- 
co. But Guadalajara has the advantages of a 
more tight-knit community, abundant uni- 
versities and, by Mexican standards, a 
strong tech culture. The potential for mak- 
ing money by attacking inefficiencies in 
the old economy is huge. The back mas- 
sages are pretty good, too. ■ 



Iran's oil 

Rusty taps 



A deal on nuclear weapons will help 
more oil and gas to flow-but slowly 

I N IRAN’S glory days in 1974, it pumped a 
record 6m barrels of oil a day (b/d). Revo- 
lution, war, politicking, mismanagement 
and sanctions have all taken their toll. Pro- 
duction is 2.8m now. If an outline deal on 
Iran’s nuclear programme, discussed this 
week, is firmed up, it should begin to re- 
verse that trend by opening new export 
markets and bringing in foreign invest- 
ment to develop the world’s fourth-biggest 
oil reserves. The International Energy 
Agency, representing oil-consuming coun- 
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tries, thinks that in the short term, Iran’s 
production could rise by 0.8m b/d. Global 
oil prices weakened this week on the pros- 
pect of extra supply entering the market. 

Hopes of a rapid rise in Iranian output 
may be optimistic. Though its geology is 
friendly and production costs low, other 
problems abound. Global demand for oil 
has slackened, supply from elsewhere is 
plentiful, Iran’s oil industry in poor shape, 
and its investment climate unfriendly. 

The current sanctions regime, relaxed 
in stages since November 2013, is already 
somewhat leaky. Iran exports overim b/d, 
mostly to Turkey, India, Japan, South Korea 
and China, which are among the 20 coun- 
tries beyond the reach of the sanctions. But 
others benefit too: wily middlemen have 
long managed to evade the sanctions, us- 
ing ships with frequently-changing names, 
operating under flags of convenience 

But lifting sanctions generally takes lon- 
ger than imposing them. Though President 
Barack Obama can temporarily suspend 
America’s curbs on Iran’s finances and ex- 
ports, permanently ending sanctions 
would require the approval of a highly sus- 
picious Congress. Lifting the eu’s sanc- 
tions would be easier. It could end its ban 
on crude imports (which were 0.7m b/d be- 
fore 2012), ease restrictions on shipping in- 
surance, and allow Iranian banks to use 
the SWIFT financial-transactions system. 

Low prices and a dip in demand from 
India mean that Iran has perhaps 30m bar- 
rels in floating storage. By starting to run 
that down it could quickly raise its exports 
by 0.3m b/d. But any further significant 
boost to foreign sales should not be expect- 
ed until late this year, says Amrita Sen of 
Energy Aspects, a consulting firm. 

The country has been working hard to 
prepare its fields for the lifting of sanctions, 
which explains a recent rise in their capaci- 
ty (see chart). But getting production back 
anywhere near 1970s levels will be a long 
job. Ms Sen says that some of the country’s 
older fields are declining at an annual rate 
of 15%. They will need perhaps $30 billion a 
year spent on them, for a number of years, 
just to stem the decline in productivity, let 
alone reverse it. Chinese and Russian in- 
volvement does not make up for the ab- 
sence of big Western companies, which are 
currently looking for ways to cut their capi- 
tal expenditure, rather than increase it. 

Attracting the Westerners back would 
require not just an end to sanctions, but big 
changes to Iran’s oil and gas laws. These do 
not allow foreign ownership, but instead 
reward international oil companies for 
their investments with a slice of the rev- 
enues, a scheme known as “buy-backs”. 
The Iranian authorities say this regime al- 
ready offers sufficient incentives, and will 
become even more favourable. Most for- 
eign companies will need more details- 
and more reason to trust the authorities- 
before they are convinced. ►► 
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► Another obstacle is internal politics. 
Iran’s technocrats have long tussled with 
its radical Revolutionary Guards for con- 
trol of the industry. This is not just a matter 
of ideology: the militia’s business empire 
includes companies selling engineering 
services. They see foreigners as unwel- 
come competition. A final difficulty is 
OPEC, the oil-exporters’ cartel, which is 
dominated by Iran’s arch-rival, Saudi Ara- 



P ERHAPS there is a little-known rule of 
thumb in manufacturing that the quiet- 
er the plant, the bigger the profits. Take 
Apollo Tyres’ factory in Limda, in the Indi- 
an state of Gujarat. The busiest of its three 
production halls noisily cranks out i8,ooo 
car tyres a day. By contrast, the one where it 
makes smaller quantities of giant “off the 
road” tyres for mining and construction ve- 
hicles is like a library. The varying de- 
mands of coal pits, bauxite mines and 
limestone quarries require tyres that are 
custom-built, which means fat margins. 

Buyers of such tyres are willing to pay a 
premium for products whose reliability 
saves them money in the longer run. Even 
a tiny deviation from the customer’s speci- 
fications can lead to costly wear and tear. 
Precision also helps to keep Apollo’s raw- 
materials bill slim. A 1% reduction in scrap 
on its biggest tyre, which is a whopping 3.5 
metres tall, saves 35kg of expensive rubber. 

Apollo began without great fanfare in 
1972, but it is now a big noise in the global 



bia, and its Sunni Muslim neighbours. 
They may seek ways to prevent the detest- 
ed Shias from gaining market share. 

So the best long-term prospects may be 
not in oil, but in other hydrocarbons. Iran 
has even richer reserves of gas than it does 
of oil, and these fields are in a less parlous 
state. The eu yearns to lessen its depen- 
dence on Russian gas imports. Why not 
from a newly approachable Iran? ■ 



tyre industry. It has an annual turnover of 
$2.2 billion from seven factories in three 
continents. Like other emerging-market 
companies, Apollo has bought businesses 
in rich countries to dilute its dependence 
on its home market and to bolster its 
brands and technology. The proposed 
takeover of Pirelli, an Italian tyremaker, by 
ChemChina is the latest example of this 
wider trend. In many such cases the devel- 
oping-country buyer has much to learn 
from, but little to teach, the business it has 
bought. But Apollo claims it has given as 
well as taken. Its operations are efficient by 
world standards, and after it bought Vred- 
estein Banden, a Dutch tyremaker, in 2009, 
it widened profit margins at its factory. 

This success in Europe came after Apol- 
lo had made a false start in its globalisa- 
tion. In 2006 it bought the southern Afri- 
can business of Dunlop, a tyremaker with 
British origins. Eor a while this seemed a 
shrewd buy. Then South Africa’s economy 
was hit hard by financial crises in the rich 



world. Power cuts and strike-prone car un- 
ions have made it harder for car-compo- 
nent makers there to compete with a wave 
of cheap Chinese imports. And the deal of- 
fered only a limited gateway to new mar- 
kets, because Apollo’s use of the Dunlop 
brand was restricted to Africa. So in 2013 
Apollo sold its rights to the brand to Sumi- 
tomo Rubber of Japan (which owns rights 
to it in some other places). It kept two for- 
mer Dunlop plants in Zimbabwe, but has 
since closed one in South Africa. 

Vredestein looks a better fit. The deal 
gave the firm a recognised name in Europe 
and meant it could match more efficiently 
the portfolio of brands offered by global 
tyre giants, such as Michelin and Eirestone. 
It broadened Apollo’s product range to in- 
clude high-performance car tyres. And by 
bringing Apollo closer to drivers in car- 
mad places such as Germany, it has helped 
to sharpen the firm’s research and devel- 
opment, says Apollo’s boss, Neeraj Kan- 
war. The company now sells im Indian- 
made tyres a year in Europe. 

In contrast, the purchase in 2008 of Jag- 
uar Land Rover (jlr) by Tata Motors, an- 
other Indian firm, has resulted in few spill- 
overs for the parent’s operations, jlr is run 
at arm’s length and is highly profitable. But 
whereas Vredestein has been a bridgehead 
for Apollo’s products in Europe, Tata’s cars 
have made few inroads there. 

Nor did jlr seem to need any advice 
from Tata on how to run its plants in Brit- 
ain. But Apollo had much to teach Vredes- 
tein about efficiency. At the Limda plant 
there is a visible zeal for Japanese-style kai- 
zen, continuous small improvements that 
add up to significant gains. Apollo runs 
contests to spur its workers to come up 
with cost-saving ideas; trophies for the best 
ones are on display. Such enthusiasm may 
have infected Vredestein, a century-old 
firm that had perhaps lost vigour. “Sudden- 
ly you’re part of a pool of seven other un- 
its,” says Mr Kanwar. Only then do flaws 
became apparent. Eor instance, materials 
wastage at the Dutch plant was more than 
4% of inputs, compared with an industry 
norm of less thani%. 

In conquering Europe, Apollo has not 
neglected India. In the same year it bought 
Vredestein it invested $500m at its Chen- 
nai plant to meet growing demand from 
Indian lorry-makers. Eord’s new factory in 
the Gujarati city of Sanand is the latest of 
several new Indian car plants that will bol- 
ster demand for Apollo’s products. But 
these days sales in India provide just 55% of 
Apollo’s profits. Its ambitions are global, as 
demonstrated by Mr Kanwar’s decision to 
move his office to London in 2013. The com- 
pany will open a €475m ($510 m) factory in 
Hungary in 2017, to serve European car- 
makers. After that, he says, there may be a 
plant in Thailand, to cater to the promising 
South-East Asian market. Before long, 
Apollo will be circling the planet. ■ 
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Tech firms can banish sexism without sacrificing the culture that made them successful 




O N MARCH 27th the California Superior Court gave Ellen Pao 
a chance to test one of Silicon Valley’s most cherished pieces 
of wisdom-that failure is a wonderful pedagogic opportunity. 
Ms Pao lost her case for sexual discrimination against her former 
employer, Kleiner Perkins Caufield 8? Byers, a venture-capital 
firm. But she succeeded in turning a spotlight on sexism in tech: 
the Valley has talked about little else since her trial began, and 
two other discrimination cases, against Facebook and Twitter, 
were launched while it was under way. 

Silicon Valley likes to think of itself as the very embodiment of 
meritocracy. Its heroes are brainy entrepreneurs such as Peter 
Thiel and Mark Zuckerb erg, who transform 10 points into dollars. 
More than half of its firms are founded by immigrants. However, 
the spirit of meritocracy fades when it comes to the female sex (as 
it also does in respect of some racial minorities). Silicon Valley 
has its share of high-profile women, such as Yahoo’s Marissa 
Mayer, Facebook’s Sheryl Sandberg and Hewlett-Packard’s Meg 
Whitman. Yet about half of America’s publicly traded technol- 
ogy companies, including Twitter, have all-male boards. Wom- 
en’s share of jobs in software and computing fell from 34% in 1990 
to 27% in 20U. An analysis by the Kauffman foundation, which 
studies entrepreneurship, found that of high-technology firms 
created in 2004, only 1% were founded by women. 

The venture-capital business, where Ms Pao tried to make her 
career, is the Valley’s most macho corner. A study by Babson Col- 
lege showed that the proportion of female partners in American 
venture capital-firms declined from 10% in 1999 to 6% in 2014. A 
survey by Fortune magazine found that only 4.2% of the partners 
of the 92 most successful firms are female. 

The dearth of female tech leadership is partly a question of 
supply. In 1985 American universities awarded 37% of their under- 
graduate degrees in computer and information sciences to wom- 
en; by 2010 it had fallen to just 18%. Yet in most other areas of high- 
er education, women have made strong gains. There are now 140 
women graduating from university for every 100 men. The num- 
ber of women taking mbas has increased fivefold since the 1970s. 
And in American schools, girls have reached rough parity with 
boys in physics, mathematics and biology. 

This suggests another explanation for the shortage of talent: 



culture. Critics of Silicon Valley argue that it is a boys’ club-not 
only dominated by men but shaped by male-bonding rituals. It 
may be truer to say that it is two boys’ clubs rolled into one-the 
frat-boy club of moneymen and the geek club of computer pro- 
grammers. The jury in Ms Pao’s case were apparently not moved 
by her testimony that, among other “small indignities”, women 
were excluded from a dinner with Al Gore on the excuse that they 
“kill the buzz”. But it produced a slogan that high-tech women can 
rally behind. The Valley is in danger of being caught in a self-rein- 
forcing cycle: a study by Paul Gompers of Harvard Business 
School shows that female venture capitalists underperform their 
male colleagues by about 15% when there are only a few of them, 
but that the difference disappears when their numbers increase 
and they receive formal mentoring. 

Some in the Valley had begun to make efforts to solve its sex- 
ism problem even before Ms Pao filed her suit. Microsoft’s Satya 
Nadella, Facebook’s Mark Zuckerberg and Intel’s Brian Krzanich 
had all made public commitments to diversity and appointed 
executives charged with improving it at their firms. Maxine Wil- 
liams, Facebook’s head of global diversity, is reforming its recruit- 
ment systems in a drive to eliminate bias. Mr Krzanich has 
pledged that his company will be “fully representative of the div- 
ersity of the country’s available talent” by 2020. Ms Sandberg has 
led a campaign to encourage women to “lean in” at work-that is, 
not to be shrinking violets. 

However, Ms Pao’s case has added urgency to the problem. Sil- 
icon Valley companies are busy recruiting human-resources 
advisers to make sure that they are not caught out in future legal 
cases. (For its part Kleiner Perkins acknowledged on hearing the 
verdict that, “There is no question that gender diversity in the 
workplace is an important issue.”) The question is not whether 
the Valley will take on the problem in the coming years but how 
well it does so. 

Box-ticking is not enough 

The biggest risk is that the Valley’s leading figures simply out- 
source the problem to a bunch of “diversity consultants”. How- 
ever brilliant such folk are at identifying unconscious biases and 
concocting quota schemes, they may have little grasp of the vir- 
tues that turned the Valley, for all its faults, into the world’s great- 
est centre of wealth creation. The danger is that if the j oh is left en- 
tirely to such outsiders, they will come up with a bureaucratic, 
box-ticking exercise that stifles the Valley’s creativity; or a public- 
relations makeover that does little to advance women’s chances. 

Boardrooms in many other industries have realised the strong 
business argument, as well as moral case, for giving women 
equal opportunities. What makes this a genuinely knotty pro- 
blem in the Valley-one that needs the full attention of the tech in- 
dustry’s leaders-is that venture-capital partnerships, like the 
tech startups they back, often work best when they are run by a 
tight-knit group of partners. At the moment, most such circles are 
all-male, and as Ms Pao appears to have found, notwithstanding 
the verdict in her case, it is difficult for females to break into them. 
It is a lot harder to recruit the first woman to such a group than the 
second, third or fourth. The Valley’s testosterone-infused culture 
needs to change so as to address this, without losing the esprit de 
corps that seems essential to success. That cannot be beyond the 
Valley’s massive brains. As this column noted recently, there is a 
war for talent among tech firms; neglecting half of the potential 
talent base is foolish. ■ 
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Special economic zones 

Political priority, economic gamble 



Free-trade zones are more popular than ever- with politicians, if not economists 



R wanda has developed a strategic plan 
, for them. Myanmar is embracing them 
as it opens up. Countries that have long 
been fans, from China to the United Arab 
Emirates, are doubling down. India’s plans 
in the area are “revolutionary” and could 
add 2% to its gdp, says a minister. Special 
economic zones (sezs) are all the rage 
among governments hoping to pep up 
their trade and investment numbers. Such 
havens are appearing even within havens: 
the Cayman Islands has a new one. “Any 
country that didn’t have Ian sez] ten years 
ago either does now or seems to be plan- 
ning one,” says Thomas Parole of the 
World Bank. 

Studying history may give eager trade 
ministers pause. SEZs-enclaves in which 
exporters and other investors receive tax, 
tariff and regulatory incentives-create dis- 
tortions within economies. Other costs in- 
clude required infrastructure investment 
and forgone tax revenues. The hope is that 
these are outweighed by the boost to jobs 
and trade. In reality, many sezs fail. Perfor- 
mance data are elusive because the effects 
of zones are hard to disentangle from other 
economic forces. But anecdotal evidence 
suggests they fall into three broad catego- 
ries: a few runaway successes, a larger 
number that come out marginally positive 
in cost-benefit assessments, and a long tail 
of failed zones that either never got going, 
were poorly run, or where investors gladly 
took tax breaks without producing sub- 



stantial employment or export earnings. 

SEZS have a long pedigree: the first free- 
trade zones were in ancient Phoenicia. The 
first modern one was set up at Shannon 
airport in Ireland in 1959, but the idea took 
off in the 1980s after China embraced 
them. There are now more than 4,000 sezs 
(see chart). A study conducted in 2008 esti- 
mated that 68m people worked in them. 
They come in many forms, from basic “ex- 
port processing zones” to “charter cities”, 
urban zones that set their own regulations 
in all sorts of areas that affect business. 

The biggest success story is China, 
whose decision in 1980 to create a zone in 
Shenzhen transformed the city (pictured) 
into an export powerhouse. Dozens of 
SEZS have since popped up across the 
country. In March, Xi Jinping, the presi- 
dent, urged a faster pace of roll-outs. Other 
successes include the United Arab Emir- 
ates, South Korea and Malaysia. The Philip- 
pines has won praise for its “peza” zones, 
which offer a streamlined permit process 
for foreign investors, says Shang-Jin Wei of 
the Asian Development Bank. 

Most economists agree that sezs cata- 
lysed liberalisation in China, which used 
them to test reforms that were seen as too 
hard to unveil nationwide. In the Domini- 
can Republic they helped create a sizeable 
manufacturing sector in an economy pre- 
viously reliant on agriculture. 

The overall impact of sezs on trade is 
poorly understood. A paper published in 



2014 by economists at Paris-Dauphine Uni- 
versity found that, for a given level of tariff 
protection, sezs increase exports for the 
countries they are in and for other coun- 
tries that provide intermediate goods or 
components. This helps explain why the 
World Trade Organisation generally toler- 
ates SEZS, even though many breach its 
subsidy rules. However, the paper also 
concluded that zones sometimes give 
countries an excuse to retain protectionist 
barriers around the rest of the economy. 

More prosaic problems pop up, too. Bu- 
reaucracy can be excessive, and the bu- 
reaucrats underfunded-sometimes at the 
same time. Too little is often spent on rail- 
ways, roads and ports to link the zone to 
the rest of the world. Many African sezs 
have struggled for such reasons. One in 
Senegal flopped because of a combination 
of excessive bureaucracy, high electricity 
costs and its distance from a good port. 

Developers have withdrawn from 61 of 
the 139 approved sezs in the Indian state of 
Maharashtra because of capricious policy- 
making, a murky screening process and 
concern over economic prospects. One ►► 
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► survey found that firms sometimes had to 
deal with 15 different agencies to do busi- 
ness in an Indian zone. Violent protests by 
locals over land acquisition for zones have 
also deterred investors. 

Moreover, governments sometimes 
embrace sezs for the wrong reason: to win 
praise for reform (and votes) without hav- 
ing to risk full liberalisation. Partial liberal- 
isation can also be a way to preserve some 
of the rents earned elsewhere by shielding 
businesses from competition. 

Some officials see zones as vehicles for 
graft. In 2005 some 60% of firms in Indian 
SEZS reported having to make “irregular” 



payments to zone authorities. Last month 
Ukraine’s prime minister said he opposed 
SEZS because of corruption, sezs in Nigeria 
were firmly resisted by the customs agen- 
cy, which did not want to lose its clout. An- 
other concern is the use of zones to launder 
money, by inflating export values. 

The SEZ concept appears to have natu- 
ral limits, too. What works in manufactur- 
ing may not work in other sectors. The 
Shanghai Free Trade Zone, launched in 
2013 and focused on finance, has been dis- 
appointing. Economists fret that it is impos- 
sible to tinker within the zone with China’s 
capital controls, for instance, without the 
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effects spilling over to the rest of the econ- 
omy. Perhaps as a result, the authorities 
have been cautious: in a recent survey, 
three-quarters of American firms in Shang- 
hai said the zone offered them no benefits. 

That hasn’t stopped China approving 
plans for more financial sezs. The govern- 
ment is also promoting zones abroad: it is 
helping six African countries to set some 
up. Although its are state-run, ever more 
SEZS are likely to be privately owned and 
operated. The Philippines already has 
more than ten times as many private zones 
as public ones. This shift may go further, if 
privately run charter cities and other so- ►► 
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The trend in corporate profits in America is worrying 



I F ONLY America could abolish the first 
quarter, its economy would look so 
much better. In 2014 a cold snap triggered 
by the “polar vortex” caused gdp to fall 
by 2.9% at an annualised rate. This time 
round, more cold weather, a decline in oil 
drilling and a labour dispute at west-coast 
ports is causing growth estimates to be re- 
vised down once more. 

Figures for manufacturing output, dur- 
able-goods orders, housing starts and re- 
tail sales have all been weaker than ex- 
pected. The consensus forecast for growth 
in the first quarter is 1.4% at an annualised 
rate. But a nimbler model created by the 
Atlanta Federal Reserve points to just 
0.2%-barely any growth at all. 

A weak first-quarter number will 
make life even harder for the Federal Re- 
serve, which has hinted that it might push 
up interest rates later this year. Inflation is 
running at zero, so the justification for 
higher rates would look very flimsy if the 
growth outlook was faltering too. 

However, as in 2014, most economists 
expect the first-quarter figures to be a blip, 
with activity rebounding in the rest of the 
year. Low oil prices should be a boost to 
spending; consumer-confidence figures 
released on March 31st showed an upturn. 
The employment figures for March, 
which are due to be published on April 
4th, will be the next big test of the econ- 
omy’s strength. The Fed has indicated that 
the labour market may trigger a decision 
to raise rates; if unemployment falls much 
below the current rate of 5.5%, wage pres- 
sures might start to appear. Strong figures 
on job creation have generally belied the 
weak tone of numbers on durable-goods 
orders and retail sales. 

Some investors may be inclined to 
take a relaxed view of the Fed’s dilemma. 
After all, if the economy is strong enough 
to allow the central bank to raise interest 



I Are returns turning? 
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rates, that would be good news; and if the 
economy isn’t strong enough, then inves- 
tors will continue to enjoy the benefit of 
low rates. However, that rosy view is being 
somewhat undermined by the recent 
weakness in corporate profits. 

After plunging in 2008, profits rebound- 
ed strongly, hitting their highest levels as a 
proportion of gdp since the second world 
war. That trend may be coming to an end. 
Corporate profits in America fell by 1.6% in 
the fourth quarter of 2014, according to the 
Bureau of Economic Analysis, and were 
6.4% lower than in the same quarter of 
2013. Those figures do not translate directly 
into the profits of s8?p 500 companies, 
many of which are multinationals: their 
earnings per share rose at an annual rate of 
7.8% in the fourth quarter, with the help of 
buy-backs, which spread profits among a 
smaller number of shares (see chart). 

However, the dollar’s surge in 2015 is 
dragging down earnings forecasts for the 
current year: earnings per share for s8?p 
500 firms are now expected to rise by only 
2.6%. Three factors are at work. First, the 
strong dollar is reducing the value of pro- 
fits earned in other currencies. Second, 



those foreign profits are being squeezed 
by a slowdown in developing economies. 
And third, the fall in the oil price is batter- 
ing the profits of the energy sector. 

Wall Street analysts tend to be optimis- 
tic when it comes to medium-term profit 
projections. After a sluggish 2015, they 
think 2016 will be a bumper year, with 
earnings per share rising by 12.9%. That al- 
lows them to claim that the market looks 
cheap when future earnings growth is tak- 
en into account: using their 2016 forecasts, 
the market is on a prospective price-earn- 
ings ratio of 15.3. 

But if the market is compared with 
past earnings numbers, the picture looks 
rather different. The cyclically-adjusted 
price-earnings ratio (which averages pro- 
fits over ten years) is currently 27.9, accord- 
ing to Robert Shiller of Yale University. 
The long-term average is 16.6. The sluggish 
performance of profits may explain why 
the American stockmarket has struggled 
to make progress so far this year. 

Investors in the rest of the world 
should also be concerned about weak 
economic data. There have been 29 in- 
stances of monetary easing by central 
banks around the world in the past five 
months, an indication that monetary au- 
thorities are worried about growth. Low 
government-bond yields and falling com- 
modity prices are further signals of poor 
economic momentum. 

Although there have been tentative 
signs that the euro-zone economy is re- 
covering, the world has been very reliant 
on China and America in recent years. 
China’s growth rate has slowed to 7% or 
so from the double-digit rates regularly 
seen in the past decade. If America’s 
growth slows as well, the global economy 
may find itself becalmed. 
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► called “special governance zones” gain 
traction. The idea is to create enclaves that 
write their own rules in all business mat- 
ters, from labour regulation to anti-corrup- 
tion codes-“to look at laws as services that 
companies demand”, says Lotta Moberg of 
George Mason University. Such ventures 
will provide competition more effectively 
than zones focused on fiscal incentives, 
says Shanker Singham, founder of Enter- 
prise Cities. 

Mr Singham is in talks to develop sites 
in the Dominican Republic, Colombia, 
Morocco, Bosnia, India and Oman. But 
these are mostly at an early stage. The most 
advanced charter-city project, backed by a 
group of American libertarians, is in Hon- 
duras. But it has yet to start and is already 
controversial: many Hondurans worry 
that it will operate as a state within a state, 
milked by business interests. In most coun- 
tries, such parastatal ventures are likely to 
encounter political difficulties. 

Whether or not such freewheeling 
zones catch on, expect more experiments. 
South Korea and Thailand are developing 
eco-industrial parks. Others are consider- 
ing SEzs for refugee populations. For better 
or worse, the number of zones could top 
5,000 before long. ■ 



Investing in art 

A study in red and 
black 



The global art market is booming, but 
treacherous 

I T MAY be modern art going under the 
hammer at one of Christie’s auction halls 
in London, but most of the prospective pur- 
chasers look downright antique: tweed 
jackets and threadbare twinsets abound. 
No matter: when it comes to the big pieces 
of the day, the serious cash comes in via the 
internet or phones manned by sleek wom- 
en with bright lipstick and thick-rimmed 
glasses. A painting that once belonged to 
Noel Coward causes a bidding war be- 
tween telephone buyers. It was expected 
to go for no more than £20,000 ($30,000), 
but ends up selling for £250,000. Helpful 
displays throughout the room convert the 
sum into roubles and Hong Kong dollars. “I 
just come to watch the spectacle,” says a 
middle-aged man. “Prices are mad!” 

The global art market is booming. Last 
year sales reached a record €51 billion ($68 
billion), nearly double the level of 2009 
and slightly above the previous peak of 
€48 billion in 2007, according to the Euro- 
pean Fine Art Foundation. Last month an 
anonymous buyer paid $300m for Paul 
Gauguin’s “When will you marry?” (pic- 
tured)-the highest price ever paid for a 




Prettier than a share certificate 



work of art. A few days later another record 
was broken when an American paid £3om 
for a painting by Gerhard Richter-a record 
for a living European artist. On average, 
prices for contemporary and post-war art 
have risen by 19% over the past year. 

The sums changing hands are so colour- 
ful that they have inspired a whole new 
profession: consultants who pick out paint- 
ings for their clients based not on aesthet- 
ics but on potential returns. Philip Hoff- 
man, who manages funds that invest in art 
on behalf of rich families, notes a steady 
shift from buying art for pleasure to buying 
for investment. According to Deloitte, a 
(conventional) consultancy, rising prices in 
recent years have attracted lots of specula- 
tors: nearly three-quarters of art purchases 
are made at least partly as an investment, 
up from half as recently as 2012. 

Institutional investors first entered the 
art market in the 1970s as a hedge against 
inflation: the pension fund of British Rail, 
for instance, put £4om, or about 3% of its 
holdings, into oil and canvas. (Although re- 
turns were not bad, it sold its last piece in 
2003.) Art is also billed as a useful form of 
diversification, although like many other 
supposedly “uncorrelated” assets, it did 
not live up to that billing during the finan- 
cial crisis. Another selling point is that it is 
tangible-a popular attribute since the cri- 
sis, when lots of abstract and incompre- 
hensible financial instruments proved 
huge liabilities. 

Unlike many other real assets, such as 
farmland or property, art is also movable, 
which is handy for buyers who do not plan 
to tell the taxman about it. It can be a rela- 
tively discreet way of investing, too: Chris- 
tie’s arranged $9i6m of private purchases 
in 2014, compared with just $266m in 2009. 

Even so, the risks of investing in art are 
high. Prices are volatile and the market is 



idiosyncratic-no two pieces are inter- 
changeable. “Especially at the top it’s 
based on the passions and whims of a 
small group of collectors,” says Orlando 
Rock from Christie’s. The most popular 
genres and the most expensive pieces skew 
art’s overall performance as an asset. Last 
year 0.5% of transactions accounted for 
nearly half the value of all fine art sold at 
auction. According to Arts Economics, a re- 
search firm, the value of works of art that 
cost more than €200,000 is growing five 
times faster than the cheaper stuff. And al- 
though contemporary art has had a great 
year, prices for Old Masters are stagnant 
and Chinese decorative art is losing value. 

Worse, transaction costs, sometimes as 
high as 4%, make art an especially expen- 
sive asset to trade. Those who buy for aes- 
thetic reasons tend to get better returns 
than those who buy purely for financial 
gain, says Philip Hook of Sotheby’s, anoth- 
er auction house. 

“People buy art when they’re confident 
about their future wealth,” says Clare 
McAndrew, an art economist. She sees the 
current boom as part of a wider resurgence 
in optimism since the crisis. When gloom 
next sets in, unlucky investors will at least 
have something pretty to look at. ■ 



German property 

Braking bad 



BERLIN 

A coming “rent brake” will sap a 
strengthening property market 

W HO doesn’t like affordable housing? 

Press reports about sharp rent rises in 
big cities prompted Germany’s two biggest 
parties, upon forming a coalition in late 
2013, to attempt to turn into law the irresist- 
ible proposition that everyone should be 
able to put a roof over their head without 
hardship. The result is a “rent brake”, due to 
be applied later this year, which limits in- 
creases in prices. As with all price controls, 
it is likely to lead to a black market, while 
crimping supply. That, in turn, would hold 
back investment in an economy that needs 
more of it. 

Germans buy cars, not houses: just 46% 
of Germans own their homes, the lowest 
rate in the European Union. But the idea 
that this nation of renters is being squeezed 
by greedy landlords is not borne out by the 
data (see chart on next page). In fact, Ger- 
mans have done rather well from renting: 
apartments have grown even as families 
have shrunk. In the former West Germany 
(for which data go back furthest), apart- 
ment size per inhabitant has more than 
doubled since 1956-57, from 18 to 39 square 
metres. Meanwhile, throughout Germany, ►► 
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► the proportion of net pay spent on rent has 
stayed constant for 30 years, at about 23%. 

Rents have only climbed significantly 
and consistently in Germany’s biggest and 
most prosperous cities. Wealthy Hamburg 
has seen average annual rises of 4-5% since 
the financial crisis. In Berlin, which draws 
many young people and non-Germans, 
rents have risen by 1-2% annually. In attrac- 
tive central districts (the kinds of places 
where journalists who write about out-of- 
control rents tend to want to live) prices 
have risen much faster. 

There is already a law in place that lim- 
its rent increases under an existing lease, 
based on local housing costs. The brake 
concerns new leases: it prevents landlords 
from charging rent that is more than 10% 
above the local average for a comparable 
property. After howls from owners, many 
apartments will be exempted: those first 
let after October 2014 (in order not to deter 
new investment) and those that have been 
extensively renovated (defined as an in- 
vestment of a third of the property value or 
more). The brake will apply only in “tight” 
markets, a term which it is up to the 16 fed- 
eral states to define. Berlin (a city-state) in- 
tends to apply the brake to all eligible hous- 
ing as soon as the law takes effect. It should 
have a big impact: an analysis by iw Koln, 
a think-tank, found that 60% of the Berlin 
listings on a widely-used flat-finding web- 
site would be over the 10% limit. 

Hitting the brake 

Economists are almost united in opposing 
the brake. A report by the German Institute 
for Economic Research, another think- 
tank, details the worries. It is likely to deter 
renovations of dilapidated properties, 
since they must be lavish to justify higher 
rents. It may also deter construction, since 
the exemption for new properties might 
not last. A black market is likely to spring 
up, in which brokers pass bribes to owners 
from potential tenants willing to pay more 
than the brake permits. Alternatively, land- 
lords may stay within the prescribed cap 
on rent, while asking for an inflated sup- 
plementary payment for the use of kitchen 
equipment, which is typically paid for sep- 
arately in German lettings. 

The meddling is occurring in a market 
that had been gaining strength. Current ul- 
tra-low interest rates mean low returns on 
many other types of asset. With rents ris- 
ing landlords are getting keener on proper- 
ty as an investment. Ordinary Germans, 
who tend not to buy stocks or bonds, but 
save in low-yielding deposit accounts, are 
also warming to housing. At the same time, 
cheap mortgages make it easier for renters 
to become buyers. Home-ownership rates 
have begun ticking up, with some €190 bil- 
lion ($206 billion) of property changing 
hands in 2014, 50% more than in 2009. 

With demand robust, house prices are 
rising too: between 2010 and 2014 they 
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climbed by 47% in Munich and 41% in Ber- 
lin. To some this may justify measures to 
cool the market, including pouring cold 
water on rents and thus the incentive to 
buy an investment property. But the rise in 
prices looks more like an overdue adjust- 
ment than a bubble. An analysis by iw 
Koln, which takes into account mortgage 
rates, forgone interest from other invest- 
ments and likely future price rises, con- 
cludes that changing economic conditions 
more than justify the rise in prices. 

A thriving property market would help 
nudge Germany away from an export-cen- 
tred growth model that looks in danger of 
running out of steam. Building more 
houses would help lift the country’s in- 
vestment rate, which at 20% of gdp is be- 
low the average of rich countries. Greater 
spending on home improvement would 
raise consumption, too, as Germans 
splashed out on power tools and paint. By 
meddling in a healthy market Germany’s 
politicians are pumping up their own pop- 
ularity but not the country’s prosperity. ■ 



Corruption in Brazil 

Taxmen on the 
take 

SAO PAULO 

A scandal at a tax agency may dwarf the 
one surrounding Petrobras 

I N BRAZIL, where the state collects a hefty 
36% of GDP in taxes and offers mediocre 
public services in return, tax-dodging is a 
national sport. The latest scam unearthed 
by police, treasury and finance-ministry 
sleuths sets a record. On March 26th they 
revealed that over the past ten years the 
government had been cheated of at least 
5.7 billion reais ($1.8 billion) in back taxes 
and fines from firms, and perhaps as much 
as 19 billion reais. That would be enough to 
pay three-quarters of the bill for last year’s 
football World Cup. It is nearly twice the 
suspicious payments in a separate corrup- 
tion scheme involving Petrobras, a state- 



controlled oil company. 

Unlike the petroldo, the tax imbroglio 
does not implicate top politicians. It cen- 
tres instead on the Administrative Council 
of Eiscal Resources (carp), part of the fi- 
nance ministry, which hears appeals by 
firms that feel wronged by the tax collec- 
tors. Some of its 216 councillors, who de- 
cide cases in teams of six, allegedly prom- 
ised to slash companies’ bills for various 
taxes, including sales and industrial tax, or 
make them disappear altogether. In ex- 
change they apparently received 1-10% of 
the value of the forgone revenue. The 
bribes were paid in the form of bogus con- 
sulting contracts with law firms. To deflect 
suspicion, the conspirators used firms that 
do not specialise in tax law. 

The identity of the suspects remains se- 
cret for now. But leaks published in the 
press suggest that some of Brazil’s biggest 
firms, in industries ranging from banking 
to manufacturing, are involved. So, appar- 
ently, are a handful of multinationals. 
There is also much speculation that the di- 
mensions of the scandal will grow: carf 
has 105,000 cases pending, with a total val- 
ue of 520 billion reais. 

On March 31st the agency suspended all 
its judgments until further notice. Assum- 
ing the dodgy rulings are eventually re- 
versed, however, revenues will get a wel- 
come boost. That would be good news for 
the treasury: the finance minister, Joaquim 
Levy, is struggling to keep his promise to 
deliver a primary (ie, before interest pay- 
ments) surplus of 66 billion reais this year 
and to maintain Brazil’s investment-grade 
credit rating. Things are not going well: in 
Eebruary the government actually posted 
a primary deficit, of 2 billion reais. 

The case has stoked debate about the 
CARF. Unlike similar appellate bodies in 
other countries, not all its councillors are 
appointed by the government; half are 
nominated by industry confederations 
and are not paid for their work. This sup- 
posedly makes the system more democrat- 
ic. Eederico Paiva, the prosecutor in charge 
of the operation, called it a recipe for influ- 
ence-peddling. 

Reforming the body, which has operat- 
ed in some form since 1924, would not be 
easy. The idea of handing more power to 
the federal revenue agency would appal 
Brazilian business, which must contend 
with one of the world’s most complicated 
tax codes. A typical midsized firm spends 
2,600 man-hours each year complying 
with it, according to the World Bank, com- 
pared with 334 hours in Mexico. 

In the meantime, the scandal is likely to 
make a burdensome system even more so. 
carf’s councillors may be reluctant in fu- 
ture to side with businesses disputing their 
taxes lest they be accused of corruption- 
even if the complainants are in the right. 
Brazil needs honest tax collectors; it needs 
simpler and lower taxes, too. ■ 
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Nigeria's economy 

To the victor the 
toils 

KANO 

The low oil price has revealed grave 
problems in Africa’s biggest economy 

T he shelves of the Visible Difference 
corner-shop are half empty, where 
once they were weighed down with oil, 
biscuits and soap. Yusuf Hassan, who has 
proudly run this little business in the 
northern Nigerian city of Kano for two de- 
cades, stands forlornly in front of them. 
“Everything is so expensive now,” he says 
with quiet frustration. “I almost closed the 
shop. I have had to borrow money just to 



pay rent.” 

The economy soon to be inherited by 
Muhammadu Buhari, who was elected 
this week as Nigeria’s president, is in a bad 
state. It is Africa’s biggest, with huge re- 
serves of hydrocarbons, an attractive mar- 
ket of 170m people and a fast-growing ser- 
vices sector. But its continued dependence 
on oil is a big problem. The resource still ac- 
counts for 95% of foreign earnings and two- 
thirds of government revenue. Since June 
prices have declined by half, draining cof- 
fers and highlighting the failure of the out- 
going government to save during the 
boom years. 

Oil’s plunge, in turn, has sent the local 
currency, the naira, into a tailspin. It has 
fallen by 18% against the dollar over the 
past six months-grim news for an econ- 
omy that imports everything from milk to 



Greece and its creditors 

Starting to list 



Pensions are at the heart of the continuing row over Greece’s parlous finances 



O NCE again, Greece’s new left-wing 
government has handed a list of 
reforms to other euro-zone governments 
and the imp in the hope of securing the 
next dollop of the country’s bail-out. The 
list was due to be reviewed by senior 
euro-zone financial officials on April 1st, 
after The Economist had gone to press, but 
the initial reaction was dismissive. 

Some of the iciest comments concern 
pensions. Greek spending on them is the 
highest in Europe as a share of gdp, an 
astonishing 17.5% in 2012. That contrasts, 
for example, with expenditure worth 
12.3% of GDP in Germany, Greece’s main 
creditor. It is double the share of gdp that 
goes to them in Slovakia, one of Greece’s 
fiercest critics. 

Lavish spending on Greek pensions 
has been a source of acrimony with 
northern creditor nations ever since 
Greece was first rescued, almost five 
years ago. Germany had only recently 
pushed through a pension reform raising 
the retirement age from 65 to 67 between 
2012 and 2029. That made Germans 
ill-disposed to dip into their pockets to 
help a country whose workers were able 
to retire much earlier on generous pen- 
sions. Slovakia, a poorer nation than 
Greece, pulled out of the first bail-out in 
the summer of 2010 in response to public 
anger at the prospect of subsidising Medi- 
terranean spendthrifts. 

In fact, a series of reforms in Greece 
have restricted pension spending. A big 
overhaul in 2010 slashed prospective 
promises that would have caused pen- 
sion expenditure to vault to 25% of gdp 
by 2050. The retirement age was raised to 
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67 for men and women from 2013. The 
“replacement rate”-the value of the 
pension in relation to prior earnings- 
was reduced from 96% for average earn- 
ers, the second-highest in the oecd, a 
club mainly of rich countries, to 54% in 
2012. And pensions have been cut by 
eliminating two annual bonuses. 

But the reforms have not gone far 
enough. In particular it is still relatively 
easy to retire early, and the link between 
contributions paid in and benefits re- 
ceived is too weak; the system is not 
actuarially fair. Although the revised 
reform list includes a pledge to reduce 
early retirement, Greece’s creditors will 
want to see hard evidence that this will 
be tough enough. The proportion of 
55-64-year-olds who work in Greece, just 
36% in 2013, is unusually low; in Ger- 
many the share was 63% (see chart). 
There is a lot of ground still to make up. 



cars. After talking about interest-rate cuts 
when he took office last year, Godwin 
Emefiele, the governor of the central bank, 
reversed himself and hiked rates to a re- 
cord 13% in November in a bid to defend 
the plunging currency. 

Yet inflation, now at 8.4%, is still rising, 
prompting complaints from the likes of Mr 
Hassan. It will reach double digits in the 
coming months, says Razia Khan of Stan- 
dard Chartered, a multinational bank. An- 
alysts at Merrill Lynch, an investment 
bank, reckon that rates could reach 15% be- 
fore the end of the year. Over the past de- 
cade the economy has grown by an aver- 
age of almost 7% a year, but the imp 
projects an expansion of just 4.8% this year. 

Jittery international investors have 
pulled out in their droves, wiping almost a 
third off the Lagos stock exchange’s main 
index since oil prices started their fall. Big 
Nigerian businessmen like Aliko Dangote, 
whose conglomerate accounts for a quar- 
ter of the market’s capitalisation, have lost 
billions of dollars as it plunges. Just before 
the elections. Standard 8? Poor’s downgrad- 
ed the country’s credit rating to B+, four lev- 
els beneath investment grade. 

The elections have made matters 
worse. The political uncertainty contribut- 
ed to foreigners’ anxiety. The refrain “after 
elections” has been echoing around the 
hotel bars where rich Nigerians talk shop. 
An official in the finance ministry suggests 
that politicians on both sides accelerated 
the naira’s fall by converting huge sums 
into dollars. (Such high-value foreign 
notes, the theory goes, take up less space in 
the suitcases they use to haul cash around 
on the campaign trail to buy support.) 

Mr Buhari has pledged to crack down 
on corruption-a mammoth ambition. Op- 
timists hope he will get to grips with other 
problems as well, including chronic under- 
investment that has left Nigeria with 
clogged roads and patchy power. But the 
new government will have little wriggle- 
room. It will have to borrow more to make 
up for the shortfall in oil revenue. Public 
debt is low, at 12% of GDP-but so is non-oil 
revenue to service it. As it is, the govern- 
ment is paying 9% of its revenue in interest. 
A 500 billion naira ($2.5 billion) bond ma- 
tures this month, and must be refinanced. 

The cost of fuel subsidies has at least 
fallen along with the price of oil. But more 
budget cuts will be needed. Road-building 
and other construction may be frozen be- 
cause there is no money to pay contractors. 

Mr Buhari will need to pay for his prom- 
ised campaign against Boko Haram, the Is- 
lamist insurgency that is plaguing the 
country’s north-east. He is also likely to ex- 
tend a costly amnesty, expiring this year, 
which has maintained relative calm in the 
Niger delta, the source of much of Nigeria’s 
oil. Poverty is still widespread and severe. 
It makes you wonder why Mr Buhari want- 
ed the job. ■ 
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